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I.

THE ENVIRONMENT

A study of the predicted position of the CPA and the accounting profession in 1975 logically requires an understanding
of the social, political, and economic environment in which
the CPA will practice in 1975. No such predictions are certain,
and no prognostication of environmental changes can be precise
with respect to time. Accordingly, it is necessary to search
out indications of major trends—which may well involve discussion of environmental factors at some date well beyond 1975.
Then, of course, we must "pull back" and attempt to determine
what spot or place in the longer developments may be typical
of the environment at an intermediate point such as 1975.
A.

Social Environment
1.

What will be the level of technical education of people generally—in the trades?
in the professions?

What about the general

level of education in this country?

2.

Will labor be relatively mobile, or will
there continue to be a considerable immobility of labor?

What about mobility

within white-collar and professional groups?

3.

Will there be significant changes between
now and then in the general status of
labor relations—as between organized
labor groups, individual work forces,
and the business community?

Will the

tendency toward unionization increase
above the industrial level of worker?

170

-2-

4.

Will there be significant change in the
social and moral values of society and
of groups within society?

Particularly,

will the present trend for the specification
of business and social ethics continue?

5.

What will be the satisfactions of people,
and of groups of people?

What will be

the stated and recognized satisfactions
and objectives of business entities, of
individual professionals, and of organized
professional firms?

Will there be a

decrease in the emphasis on the profit
motive?

6.

Will there be an increasing tendency for
more time for recreation, and what types
of recreation will be typical?

7.

Will minority race and religious groups
continue to be a significant social problem?

What will be the effect of the gradual

integration of such groups, if it does come
to pass, upon the relationships of those
groups to government and to other people?
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8.

Will the tendency towards urbanization continue?

What about the effects of enlarging

suburbia upon work habits?

Will the notion

of megalopolis have any critical effect on
the organization and location of business
and professional firms?

9.

What will be the general level of the cultural
development of the American people?

Will

there be significant differences in the level
of cultural development as among the tradesman, the professional, and the businessman?

10.

Will there be a continuing movement to assure
industrial workers and business executives,
as well as the professional man, more and
more fringe benefits?

Will this trend in-

crease the importance of pensions, health
and welfare payments, and the related funds
from which they are paid?

Will the savings

pattern of individuals change?

11.

Will there be establishment of a code of
ethics against which the behavior patterns
of business are measured and judged?
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business management become a profession?
What kinds of responsibilities in the
social sense will business develop?

Will

there be an established responsibility for
the retaining and relocation of technologically displaced personnel?

Will plant

locations and relocations be a matter of
government control?

B.

Political
1.

How will government regulation of the
individual and of business affect the
accountant's role, both in business and
in government?

May we assume that the

regulatory aspects of the individual
and of the business community may increase?

2.

Will the role of government as a planner
increase?

Will it become a provider of

resources to the business community?

Will

the government increase its activity in
the area of capital investments in the
business community?

3.

What will be the philosophical concept of
government?

Will there be more and more?
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Will its role as arbiter tend to increase?
Will its role as provider and protector
tend to increase?

4.

May we expect the continuance of the philosophy
of free enterprise within an environment of
democracy?

Will the definition of democracy

in our present understanding of it, continue?
Will there be any change in our present concept of individual and group freedoms?

Is

there a possibility of a tendency toward
socialism, for example, in the British manner?
Is there any possibility of a state of
classical communism in this country?

5.

What will be the direction of the state and
federal relationships?

Will we continue, in

some respects, to be a nation of nations?

Or

will the importance of the individual s t a t e —
socially, politically, and economically—
decrease?

What about the differences in

the economic capacities of individual states—
New York versus Utah, for example?

6.

Will the tax structure tend to increase and
proliferate further?
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be required?

Will there be a further

separation or delineation of taxing
authority as between the differing political bodies?

Is a single super-federal

taxing authority possible, with apportionments being made by the federal
government to states and other political
units?

7.

Will government in the larger sense continue
to be an increasingly more important user
and consumer of services and goods?

What

will be the effect of this tendency on the
economy?

Will the government become an

even more substantial user of our professional services?

C.

Economic
1.

What aire the estimates of population
increases?

What will be the effect of

such increases in the political structure,
business development, and professional
growth?

2.

Are reasonable estimates of the trends in
gross national product available?
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inflationary factors be removed from such
estimates so that a true measure of relative growth in the economy may be predicted?

3.

What will be the effect of automation and
technological changes on people and organizations of people?

4.

Will there be important changes in the
structure of industry?
its services?

in its size?

in

Will there be changes in the

organizational concepts within industry—
Irrespective of changes in size of industry—
which will have an effect upon our professional structure and the accountant's
relationship to business?

5.

What will be the status and function of the
accountant and accounting in the over-all
integrated information system and control
process of the firm?

What will be the

accountant's position in the "administrative
services" department of the firm?

Will the

increasing use of EDP and other new
techniques eliminate double-entry bookkeeping
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from the accounting discipline?

6.

What will be the extent of capital requirements?

What will be the source of such

capital requirements?

7.

Apart from the structure of corporation (in
the organizational sense) as it affects the
professional accountant's activity, will
there be other changes in the structure and
organization of business enterprises which
will affect the accountant's role in the
economy?

8.

Will the economic demands of the population
force upon industry significant changes in
industry location?

That is, will there be

a unified effort toward dispersion or,
rather, will areas of economic activity
tend to become even more concentrated?

9.

Will there be significant changes in marketing methods—such as we have witnessed
recently in merchandising—which will change
the composition and structure of the business community?
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10.

What will be the complexion or the structure
of ownership in business and industry?

Will

the small investor continue to be more important, and wealth accumulation in the hands of
small groups less important?

If ownership

becomes more diverse, will management become
even more detached from the capital investment requirements in business?

D.

International
1.

What may we expect the political structure
of the world to become?

Will there continue

to be conflict between the presently dominant
philosophies of free enterprise, capitalism,
and government ownership?

Or will the

political structure of the world tend to
become homogeneous?

Or will there be, country

by country, many differing degress of government ownership and involvement?

Will the

importance of communist trends tend toward
a condition of dominance of the communist
philosophy?

2.

What may be predicted as the level of economic
development for the world outside the United
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States?

However "underdeveloped countries"

may presently be defined, will they continue
to be underdeveloped or will they gradually
advance to economic conditions more like our
own?

Will such underdeveloped countries be-

come significant markets for U. S. goods,
products, and services (including professional activities)?

3.

Will present barriers with respect to the
flow of capital and the freedom of trade
between countries be increased or decreased?
May we look forward to a condition of trade
freedom among all parts of the world, or
between ourselves and major sections of the
world?

Are we also moving in the direction

of international free trade and, if so,
what impact will this have in our practice?
What impact will the European Common Market
Have on the United States?

How will it

affect our economy in terms of foreign
competition?

4.

What about taxation barriers between
countries?

Will they be lowered?

179

Will

-11-

there tend to be a uniformity of tax levels
and structures across all reasonably developed countries?

5.

Will technological advances in communications
and transportation have an important effect
on the U. S. business community and the rest
of the world?

If so, in what ways?
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II.

AREAS OF PROFESSIONAL SERVICE

The CPA's attest function is clear and relatively precise in
the performance of his audit role. The notion of attest is
gradually extending and expanding to other areas—special
analyses, possibly taxes, and some other fields. For purposes
of the present study, the attest function is therefore appropriately considered as a somewhat overriding factor in relation
to many individual queries.
Another overriding consideration or attitude is the role of
catalyst which the accountant plays. He finds himself between
a business (client) on the one hand and certain internal or
external parties on the other. He comes between a business
and its creditors, and creates or encourages certain interconnections without becoming a party to them. He comes between
the president and the production manager, for example, in
encouraging and developing efficiency and economic operations,
without becoming a party to the operation. The accountant's
catalyst characteristics are perhaps somewhat unique in business, but may well be typical of some phases of the activities
of most professionals.
A.

Financial Reporting
1.

What are the purposes for which audits are
made and reported?

Should we encourage a

studied analysis of the users of audit
reports?

How can we extend the audit func-

tion to industries, activities and areas in
which the function is not presently expected
or contemplated (such as unions, banks, etc.)?

2.

Will the independent audit function tend
to gravitate into a relatively few firms?
Should the certified audit function be
restricted to 8 to 15 large national firms?
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Should the profession or these firms set
up a "clearing-house" committee to assure
uniform procedures and to reduce managerial
influence on specific accounting procedures?
How can we best plead for increased, better,
and more uniform standards for the profession?

3.

How rapidly will the attest function be expanded to relate to areas other than finance?
For example, to special purposes such as the
compliance aspects of government work which
frequently fall outside the financial area?

4.

What is the future or long-term utility of
the standard opinion?

Have we not worked

ourselves into a strait jacket or strict
pattern which discourages the extension of
the audit role?

5.

How can we best adapt the attestation
report to special needs, particular situations, and particular purposes?

What

will be the timing of the extension of
the attest function to businesses, industries, and to governmental units not now
using this function?
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6.

What are the possible extensions of the
attest functions into matters of theory,
cost determination, and so on?

Is fact-

finding for labor negotiating purposes a
logical extension?

7.

Are single standards of accounting and
reporting suitable for varied users, or
do we have to establish a philosophy of
multiple standards?

Has adequate explor-

ation of the suitability of generally
accepted accounting and auditing standards
across industries been made?

Is the

phrase "financial reporting" too narrow
for our study purposes?

8.

Should accounting principles (in the sense
of standards of measurement and communication) for taxation, credit granting,
capital budgeting, and control, be
developed?

9.

If, as is probably the case, present
accounting principles are oriented largely
to the investor, do the possible additions
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of activity mean an adjustment of our
philosophies to accommodate their requirements and purposes?

How can we

better delineate our understanding of
accounting principles and practices for
the benefit of the practicing professional
and the users of our services?

10.

How does the public attitude and its
increasing concern with the moral issues
of business involve us in extended reporting?

For example, would the role of fact-

finders in the steel price case have been
a suitable assignment?

Should a corporation

report to the public on what it is doing
toward social progress, in addition to
reporting its profits?

11.

What about international standards and
requirements?

Must we contemplate

different standards in all countries as
opposed to single U. S. standards?

B.

Tax Function
1.

What will be the ultimate relationship of
accounting and law on tax matters?

184

What

-16-

will be our ultimate relationship with
the bar in the tax field?

2.

Does specialization get mixed up in any
extension (or any diminution) of the tax
function?

3.

What should be the base of income tax law?
Should generally accepted tax principles
be devised?

Should standards of measure-

ment and communication for taxation be
developed?

4.

Should the role of the CPA in the income
tax area be changed from that of an
"advocate" to an "attester"?

Will the

requirement exist that a CPA certificate
accompany tax returns?

Might the CPA be

hired by the government to audit tax
returns?

5.

What will be the relative importance of
the tax function in the firm as compared
with the other functions?
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6.

What will be the ultimate structure of
taxation, especially as it relates to
income taxation?

7.

What will be the financial and economic
impact of taxation on business and on the
individual in the future?

Will there be

any significant change in the form of
business transactions resulting from
changes in the structure of governmental
taxation?

Might such changes also affect

the corporate form itself?

C.

Management Services
1.

How may we best consider and discuss the
integration of the management services
function into the practice of the accountant of the future?

How can we best

emphasize our philosophy of regarding
management services as an overriding cover
for our interest and concern in the information system, decision-making processes,
and control mechanisms?

2.

What will be the ultimate scope of the
management service function, and what will
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be the relative importance of this
function as compared with other professional accounting functions?

3.

How do we extend our natural interests
in information systems into the fields
of management science and operations
research?

What will be the transition-

al relationship between outside and inhouse specialists in those areas where
we are not presently and probably never
will be expert?

D.

Management Audits
1.

Will there ultimately be a requirement
for the objective evaluation of various
quantitative and qualitative accomplishments of business in addition to the
financial aspects of business?

2.

What is the scope and depth of the term
"measurement and communication of economic
data"?

Since this is an overriding con-

sideration, could we encourage research
which would clarify and delineate our
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scope of activities?

Should we substi-

tute the word "quantitative" for "economic"?

3. To what extent will developing activity
in the field of management audits require
and encourage the use of non-financial and
non-accounting specialists?

4.

When and how will auditable standards be
developed as an underlay to management
audits?

Then, what about competence,

compliance, and ethics?

E.

Other Services
1.

Is there a role for the practicing professional in the area of personal financial
consultation?

2.

Is expert testimony simply an extension of
our other functional activities, or is it
a separate activity?

Should the CPA act

as receiver, referee or director?

3.

Is financial and business consultation a
part of the management services?
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separate activity?

Or is it related

wherever it falls to each of our other
specified functions?
ing consultation?

What about account-

Should the CPA act in

the role of an expediter and communicator?

4.

Referring to the introductory treatment of
the catalyst role, can we clarify this
concept and would it be of philosophic
usefulness?

Is the analogy appropriate

in the sense that the technical definition
of a catalyst is that of an active agent
without being a part of the chemical process?

5.

Is our role in education appropriately
treated as an "other service," or is our
participation simply that of the learned
professional performing a service in the
rearing and training of his successors?

6.

What is the direction of our interest in
public service and service to the government?

Are we consultants in this role as

well?

Should we encourage the use of our

members in various fact-finding roles?
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there a significant difference in the
considerations relating to professional
service to the government, and in our
informal and more personal services in
community and government affairs?
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III.

PROBLEMS OF EDUCATION

The following sectional breakdowns as they relate to education
are not and cannot be discrete until the over-all policies with
respect to the distribution of the education responsibility are
established. Further than this, problems of curriculum cross
over between all of the individual sets of questions. Generally,
it may be assumed that the accountant of the future will be the
product of a graduate school, but this pattern is not presently
uniform by any means and has not as yet been officially adopted
as the policy of the Institute.
A.

Collegiate or Undergraduate Level
1.

May we assume that all professional accountants must have a strong liberal arts base?
Is this base properly two, three, or four
years?

Or should this foundation be inte-

grated into a longer span of basic preprofessional and professional education?

What

are present trends in education and how are
they shaping the character and preparation
of the CPA of the future?

2.

What is the appropriate content of the
liberal arts base for professional accountants?

3.

What are the preprofessional courses?

And

may they be worked into the liberal arts
foundation?

Or is there a separate prepro-
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fessional group of courses which should
be placed between the liberal arts base
and the professional curriculum?

4.

Are preprofessional courses a specified
series of courses, or are they rather a
series of courses which the student goes
through in finding his way to a professional
program?

5.

Assuming the professional program to be
the terminal formal education for an
accountant, is it possible that the professional courses can be worked into a
four-year program?

Or may we logically

adopt the indications which have developed
to this time that the professional course
load is at the graduate level?

What should

be the content of the professional courses?
Should they include new measurement and
communication methods?

Or should these

new methods be preprofessional courses?

6.

What is the difference between the professional course load for a man who intends
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to become a professional accountant and
the man who may wish to become a practicing
technician?

Is the technician's education

appropriately geared to a four-year term,
or is it something less?

Or is a techni-

cian's training not collegiate training
in any event?

Again, what are the curric-

ulum problems?

7.

Should professional and/or preprofessional
schools at the four-year level be accredited
by the profession?

8.

What is the appropriate personnel selection
procedure for entry into professional training?

What is the role of specialization in

education at both the undergraduate and
graduate levels?

B.

Graduate Education
1.

What are the curriculum specifications?

2.

How can the profession best work out
appropriate financial assistance to prospective students of the profession?
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summer employment of graduate students a
desirable or necessary development?

3.

Is internship a requirement for graduate
education?

Is it desirable?

What is the

relationship of internship practices to
the experience requirements for certification?

4.

When will graduate education be a requirement for employment by public accounting
firms?

May there be a difference in

the

desirability of this requirement as
between firms, in the sense of size and
practice differences?

5.

What teaching aids can best be supplied
by the profession?

What is the profes-

sion's responsibility in developing and
supplying such teaching aids?

Or, rather,

is the development of such teaching aids
the responsibility of the educators with
the assistance and cooperation of the
practitioners?

Should the profession become

more involved with education and individual
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schools in other ways?

6.

If so, how?

Again, where do we stand on accreditation?
Should accreditation be required by the
profession?

Should it be controlled and

established by the profession, or by
organizations of educational institutions?

7.

What is the common body of knowledge?

Where-

in does this body of knowledge differ as
between the accounting profession and the
profession of business management?

Should

the practitioners take the primary responsibility for the development of the basic
common body of knowledge, or should the
practitioners develop this definition and
transmit it to the educators?

What respon-

sibility do the practitioners have for
relating curriculum to the established
common body of knowledge?

8.

How can we develop a healthy interchange
between faculty and practitioners in the
professional sense?
sense?

in the education

in the training sense?
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residencies a useful and practical device?
Is it desirable to place practitioners into
an educational environment for periods of
time?

C.

Experience and Training
1.

Are experience and training the sole responsibility of the firm or does the organized
profession have a principal role to play?
Is the responsibility of the organized
profession different with respect to the
small firm and the local practitioner from
What it is with respect to the national and
regional firms?

2.

How do we define, establish, and deal with
the difference between the problems of the
local and national firms in experience and
training?

3.

Do universities have a responsibility in
the experience and training period of the
professional's development?

4.

What is the appropriate content of the early
years of experience and training?
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appropriately related largely to the procedural aspects of a man's professional
development?

What are the most useful and

efficient methods of acquiring the required
experience and training in a man's early
years?

How can we establish that, as be-

tween firms or localities, the experience
of a man is consistent and adequate?

D.

Professional Development
1.

As major changes in philosophy and technology develop, how do we best provide the
facilities to enable a practicing professional to keep current and to catch up?

2.

How do we supplement or establish on a
continuing basis the opportunity for a
practicing professional to keep current
with the more gradual changes in practice
philosophy and methodology?

Where does

the responsibility for professional
development lie with universities, practitioners, or professional societies?
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3.

Is a proposal for recognized higher accreditation a practical way to insure
that a large proportion of practicing
professionals will engage in a program
of self-improvement and personal development?
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IV.

RESEARCH ATTITUDES AND PROBLEMS

Research for the profession involves, in the first instance,
research in the disciplines particular and peculiar to accounting. Research must also contemplate, however, research into
those fields which are related to our professional practice.
Accordingly, there is involved in this subject a large problem
of interrelationship with other groups. It is obvious also
that the relationship of projected professional practice to
education, as well as to all aspects of research, is a most
important consideration.

A.

The Objectives of Research
1.

What is the purpose of research in a professional environment?

Since accounting

and measurement are pieces or parts of
business—as well as the principal interests
of the profession—is there any difference
in the objectives in research as between
business and the profession?

2.

Recognizing the profession's responsibility
to articulate its purposes, does the
profession have a similar responsibility
in the articulation of business purposes?

3.

How may we best define and specify what we
mean by accounting as the measurement and
communication of economic data?
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4.

What is the appropriate relationship
between scientific or fundamental research, and judgmental or intuitive
investigation?

Responsibility For and Coordination of Research Efforts
1.

How much research should we do?

How do

the research responsibilities of universities, the organized profession,
professional societies, the individual
CPA and firms of CPAs, government, and
industry differ?

Who must take the

coordinating role?

How do other profes-

sional groups conduct their research?

2.

Where does the money come from and what
are the individual responsibilities for
financial support?

How much money will

we allocate to research and how?

How can

professional groups collaborate with
specialists in areas common to business
and accounting?

3.

Who are the people who should do the
research?

Will research continue to be
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done on a part-time basis by individuals,
or will there come to be an increasingly
large group which devotes its entire
effort to research?

How can we evaluate

and coordinate scientific versus judgmental
or intuitive research?

C.

Types and Kinds of Required Research
1.

How do we develop improved methods for the
measurement of financial and other economic
data?

How do we effectively do research

within the accounting discipline in such
areas as accounting principles, auditing
standards, and so on?

In our environment,

what is the definition and what is the
role of applied research?

2.

How do we go about doing a research study
of our market, the degree of market penetration and saturation?

3.

How do we systematically accumulate data
which might be characterized as "professional statistics"?
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4.

How can we communicate the results of our
research, both to external and internal
groups?

5.

Will the definition of accounting truly
expand into the broad measurement field?
If so, how do we arrange our collaboration
with other specialists such as behavioral
scientists and mathematicians in the areas
of common interest and concern to business
and accounting?
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V.

PROFESSIONAL ETHICS AND THE ETHICS OF PRACTICE

The history of the development of the ethics of our profession
is long and complicated. Not the least of the confusing factors
is that the ethics of practice involves many governmental organizations, as well as our own professional societies. Even further
than this, there is much gyration presently going on within the
profession on ethical standards—including some very large
subjects, such as the meaning of independence.

A.

Concepts
1.

What is the philosophic basis for ethics,
both professional and business?

2.

What is the relationship of the development
of professional ethics to the emerging concept of business ethics?

Is there not a

specific and peculiar relationship between
professional and business ethics, as a result
of the audit relationship between professional
and business firms?

3.

How are rules which enforce or impose the
underlying concepts best stated?

How do we

communicate these rules internally and externally?

How do we educate ourselves and the

users of our services to the substance of
these rules?
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4.

Is there a useful difference between concepts, rules, and interpretations of rules—
from the standpoint of developing an
understanding of the ethics of our profession?

5.

Is independence an ethical concept, or is it
rather an underlying assumption in our
practice?

6.

Or does it make any difference?

How do we achieve uniformity in concepts or
rules or interpretations across states and
between professional organizations?

7.

Is there a difference in the underlying
concept of ethics as it relates to the
audit function, tax practice, and the
management services?

Can one set of ethics

be broad enough to cover all functions?
Must we adhere to a single standard of
ethics, or are multiple standards possible?

8.

Is the CPA, or can he be, an advocate in
tax practice?

9.

What are the special ethical and independence problems in relation to the management
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services?

10.

Are there different kinds of independence-as it relates to the audit function, to
taxes, and to the management

11.

services?

Can ethics be a firm or an institutional
affair?

Or must ethics relate to the

individual--his conscience and his integrity?
Can ethics and independence ever be convincingly defined in the environment of a
multi-office international group?

Will

there be a significant change in the concept
of ethics if professional firms tend to
increase in size and complexity?

Should

there be different standards for large and
small firms?

12.

Will the gradual evolvement of practicing
professional groups in other areas, such as
medicine, have any significant effect on
the present or future trends in our ethical
environment?

13.

Is it unethical for a CPA or a firm of
CPAs to undertake to perform a service for
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a client which he is not equipped to do?

14.

Will privileged communication be a threat
or an advantage to the profession?

B.

Enforcement and Compliance
1.

How best can we achieve uniformity of enforcement as between state boards, state
societies, and the national organization
of CPAs?

Will enforcement be by continuing

review of the profession or by complaint?
What about Involvement of government
agencies in the enforcement of ethics
(SEC, IRS, for example)?

2.

How can we improve our methods of education
with respect to ethical objectives?

How

can we improve, simplify, and streamline
the enforcement of our ethical objectives?
Are the complications of the machinery for
enforcement so involved that our problems
of enforcement and compliance will be a
major effort of the profession in the future?

3.

How do we attract the interest and involve
the activity of other accounting professional
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groups and their related interests, such
as professional business management, in
our ethical problems?
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VI.

PERSONNEL -- PROCUREMENT AND RETENTION

In this section, all phases of the problem of professional personnel should be considered. Historically, the profession has
attracted satisfactory numbers of adequately trained people.
Prospectively, there are some indications that our "attraction
power" is decreasing, and there is considerable concern in some
quarters that the right people are not being drawn into the profession early enough. Further than this, present indications
are that there are relatively large numbers coming into professional practice which have not been adequately trained.

A.

Recruiting
1.

Assuming that it is desirable to interest
the high-school students in the opportunities
of professional accounting, what is the best
method for securing their interest?

Should

there be an organized program with highschool counsellors?

Or is the more general

information approach to the public adequate?

2.

What is the available supply of young men
and women in the age group of 21 to 25 for
the next ten to fifteen years?

3.

How do we attract young people at the college
level into our field?

And what is the best

age group at which to make a concerted
effort to attract them —

on entry into

college? or at some later time?
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4.

What are the relative and absolute bounds
of our profession's requirements over the
years?

How do we interrelate the increasing

requirements to changes in professional
practice and utilization?

Has our definition

of the CPA's role been so broad that we tend
to confuse technical and professional competence, as well as practice?

Should we not,

in attempting to predict the future, clearly
distinguish between the technician's practice
and the professional's practice?

Would this

not make a significant change in our prediction of the manpower requirements for
professional practice?

5.

What is the professional's appropriate relationship to the practicing technician—
organizational, technological, and otherwise?

6.

What is the "status" and "image" of CPAs
as it relates to recruitment?

7.

What is the ultimate impact of EDP and other
improvements in machinery to the requirements of our profession?
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to the vanishing junior as our data
methodology necessarily changes?

Will

this change in methodology affect seriously
our recruiting problem, as well as our
historical training and experience procedures?

8.

Can the organized profession develop job
definitions which will clarify the requirements of the profession, the responsibility
of the educator, and the role of the organized
profession in personnel development?

9.

Where do we get experts and specialists who
are now members of the profession only by
chance?

10.

B.

What about recruitment of foreign personnel?

Selection
1.

How can we best establish minimum intellectual standards of competence for entry into
the educational phases of our field?

At

what point in time should applicants be
screened against these standards?
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2.

Would a clarification of the technician's
and the professional's role simplify the
selection process, and become a natural
means for separation of those who can
adequately perform a technician's work
from those who have the potential for
professional activity?

3.

How can we best devise appropriate testing
processes both for selection of personnel
in the first instance and for testing of
the effectiveness of the educational processes?

Who has the responsibility for

developing these testing processes?

and

for their use and implementation?

C.

Retention of Personnel
1.

What will be the ultimate developments and
projections on compensation, fringe benefits,
work standards, and so on?

Will these

matters be consistent across all firms or
will there be a stratification as between
local, regional, and national firms?

2.

How best do we provide a counselling service
to our individual practitioners on their way
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up?

Should counselling be strictly a firm

matter, or may it become a professional
obligation?

3.

Is there an application of the testing
process in any of the approaches we may
take in tackling the retention problem?

4.

What is the real nature of our turnover
problem?

Is this the result of bad

selection in the first instance?

Or is

it the result of improper or inappropriate
utilization of staff?

And to what degree

is our significant loss of personnel—to
clients In particular and to business in
general—good or bad?

5.

How can we develop our adeptness in human
relations in its relationship to the retention factor?

6.

What will be the long-range aspects of
salary administration?
a factor?

Will government be

Might the organized profession

become directly involved in the salary
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process?

Or will purely competitive factors

continue to determine starting and continuing salary levels?
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VII.

PUBLIC INTEREST AND SOCIAL OBLIGATION

As a general overriding consideration in relation to this subject,
we must continuously concern ourselves with the means, the media,
and the procedures for the communication of an understanding of
our role in society to others in society.

A.

The CPA's Position in Society
1.

What is the CPA's relative status in the
business community, in his political
community, and in relation to other professional groups?

If it is important to

do so, how do we communicate an understanding of this relative status to society as
a whole?

Will the social significance of

the profession lead to greater governmental
participation?

2.

What is the nature, the extent, and the
degree of the profession's responsibility,
considered in the group sense, to the public
at large?

to the business community? to

government?

3.

What about the CPA's liability for a job?
Will legislation come about to keep this
liability within realistic bounds?
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4.

What is the responsibility and the appropriate role of the individual CPA to the
economic community in which he lives, and
to the political or social community of
which he Is a part?

5.

What Is the profession's responsibility
for the economic and financial education
of the public?
responsibility?

Is this an independent
Or is it, rather, a sub-

divided kind of responsibility, with the
larger share being that of the business
community?

6.

Should the profession take public positions
on matters of policy in its area of expertness and competence, such as tax legislation
or budgetary problems?

Will the practitioner

be active, in politics?

7.

What is a precise definition of the accountant's function in organized society and the
public community in terras of 1975?
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B.

The CPA's Relation to Other Groups
1.

What is the CPA's relation to groups with
overlapping or common interests such as
bankers, investment bankers, lawyers, financial analysts, surety companies, stock
exchanges, practicing consultants, and
economists?

How do we develop media,

means, and procedures for communication,
interaction, and cooperation with these
groups?

Must we always initiate the action?

Or should these groups be coming to us?

2.

What will be the size and Importance of
related groups such as licensed public
accountants and technicians?

What will be

the relation between the CPA and these
groups?

3.

Is there not a social responsibility to
initiate and promote research?

Is there

a difference in our responsibility with
respect to that research which is unique
to our discipline, and that research which
is common to our interests and the interests
of other groups?
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4.

Is it clear that we have a social and
moral responsibility to communicate
research efforts to the outside world,
making research results available to the
public as soon as possible?

Is there a

difference in this responsibility as
between fundamental research, or applied
research (in the sense of methodology)?

5.

What is our appropriate relationship to
organized government at the federal level?
at the state level?

at the local level?

Is our organizational emphasis on informal
and free collaboration with all governmental units appropriate or desirable?

6.

Is the relationship of our profession in
such areas as attestation for SEC purposes
a unique and unusual one which creates
special problems?

Is our role in tax

practice similarly unique and unusual,
or is it essentially the same as that
of the lawyer?

Will the areas of such

special relationships with the government increase and multiply?
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7.

What are the important and distinguishing
aspects of our relationships with business
management?

Will this change as business

managers become more professionalized?
Will these relationships change as the
accounting discipline becomes less unique,
and tends to be identified as simply one
of a number of useful quantitative tools?
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VIII.

STRUCTURE OF THE PROFESSION

In a sense, the structure of the profession relates to the
machinery of the profession. It seems, however, that in order
to be productive, the greater consideration should be given to
non-administrative phases of the machinery. In terms of our
current study, it does not seem particularly helpful or necessary to project budgets in terms of dollars and administrative
personnel to keep the machinery g o i n g — o r the precise administrative arrangements which may exist in the future. Some
conclusions about the structure will perhaps have strong implications about pieces of the administrative machinery, but the
greater and the larger emphasis should be on the broad structure
of the profession, as distinguished from the administrative
details of its organization.

A.

Concept of the Firm
1.

What does the firm concept do to us in
creating problems and opportunities, since
all other professions except the law are
built around the individual practitioner?

2.

Could we abandon the professional concept
and classify ourselves as an industry?
And what would be the result?

3.

Might the profession become a combination
of firms, rather than individuals?

What

will be the future distribution of practicing firms as between small, medium, and
large?

Will the merger route continue to

be an important factor in the growth of firms?
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4.

Is it possible to deal with individuals
in some areas, such as ethics, even though
almost all of the practices and affairs of
the individuals are conducted through the
firm or group concept?

Does it make sense

to create the image of an individual CPA
(vis-a-vis the image of the "firm")?

5.

What is the possibility of accreditation
of firms as firms?

6.

Is there any real possibility of amalgamations or groupings of correspondents or
informal associations—as effective competition to the larger national and regional firms?

Do we really have two or more

professions under one title—the large
and the small firm?

B.

Organization of the Profession
1.

What will be the number of practitioners,
the volume of service, and the extent of
market saturation by 1975?

Could we find

some correlation between the number of
practitioners and the volume of business?
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For example, might the profession's growth
correlate better with industrial growth
than with population or gross national
product?

2.

Should the profession be organized along
functional and specialized lines?

Will

this specialization and/or sectionalization derive from spin-offs of major
functions?

3.

What about certification of qualified
public accountants in foreign countries?
What should the profession be doing in
coordinating International standards and
requirements?

4.

Are we presently in a position of low or
high market saturation?

How can we find

out?

5.

What is the structural position of the
presently unrecognized technician?

Should

we encourage the organized CPAs to discontinue work at the technician's level?
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6.

What is the position of the non-certified
staff employee before he receives his CPA?
Should we provide an organization and an
educational and training program for him?

C.

Professional Societies
1.

How can we effectively establish increased
coordination with state societies?
they be discontinued?

Should

Can they be afforded?

Should they become integral parts of the
national organization?

What is the impli-

cation of regional problems and complications?

Is there a reasonable definition of

professional problems which can be delegated
completely to the states or to regions?

Will

there be centralized or national management
of regional or functional activities?

2.

Will the Institute act primarily as a
planning and policy-making body, with the
state societies as implementing groups at
the local level?

3.

What will be the outcome of the sections
program?

If this fails, will the next
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logical approach be specialization?

Or

might sections be established on a regional
rather than a subject-matter basis?

4.

If common membership is desirable, how
soon and by what route can we get there?

5.

In the organized societies at the state and
national level, what is the appropriate and
desirable relationship between professional
staff and volunteers?

6.

Is there some feasible means of making our
members available for professional and
public service, instead of using their time
and talents in an administrative role
within professional organizations?

Is

this a greater problem at the state than
at the national level?

7.

Is the committee system presently effective?
Will its use increase or decrease?

Or at

some time, will the committee system be
replaced completely by the activities of
professional staff?
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practical basis for converting working
committees Into advisory committees?

8.

Is it logical to assume that the budgets
of professional societies will continue
to increase, both relatively and absolutely?
Or should they be increased even more than
they have in the past in order to provide
greater professional staff assistance?
Who will support the profession and how?
Dues or contributions?

D.

Relations with Accounting Groups
1.

Should we establish and encourage a technician class?

Will these technicians, or

licensed PAs have any role In the Institute?

2.

What is our appropriate relationship in the
future with non-practicing accounting groups
such as AAA, NAA, and the Financial Executives Institute?

How can we better

coordinate our public relations, research,
and other activities?

3.

What will be our future relationship with
related groups which are not practicing
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directly in the accounting field, such as
ORSA, TIMS, ACME, and so on?

Could an

inter-professional council work out common
problems with these groups?

E.

Technical Publications
1.

Is there real need for a purely research
journal?

Who should support it?

direct it?

Who should

Should each function have its

own publication?

2.

Will the new policy of AICPA, which permits
subsidized publications of books and monographs, be effective?

Will it be used?

Will it fill the present voids?

3.

What will be the outcome of the mass of
firm publications typical of the past
fifteen years?
problem?

Or is it a matter of professional

philosophy?

4.

Is this solely an ethical

Or is there any difference?

How best can we coordinate the publication
policies and activities of closely related
groups such as AICPA and AAA?
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present overlapping?
competition?

Or is there a healthy

Are the publications of groups

other than AAA significant to the total publication problem?

5.

Is there a different set of problems relating
to the news aspects of technical developments
Are we adequately dealing with this phase of
the problem?

Local Statutory Considerations
1.

Is the historical development of state boards
and the control they exercise over the profession healthy?

If not, can they be

abolished, or can suitable modifications be
made in their operation?

2.

Is our definition of the CPA as being a mark
of minimal competence for entry into the
profession suitable?

3.

What subject matter should be included in
the CPA exam in 1975?

Should we avoid, or

should we encourage, statutory changes to
accommodate changes in subject-matter?
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4.

How can we best establish uniformity across
states and territories in CPA exam considerations, interstate practice problems,
quality standards, ethical requirements, and
so on?

What about the extent of freedom in

interstate practice?

Will there ever be a

federal CPA certificate or nation-wide
reciprocity?

5.

How can we best resolve the arguments about
appropriate experience requirements?

Is

experience for the CPA examination necessary?

6.

What are the impending problems in the legal
and statutory sense with respect to international practice, and the desirable degree
of International reciprocity?

G.

Specialization
1.

Should practicing firms or individuals, or
both, be specialized in the sense of education and experience?

2.

If such specialization is desirable, should
it be a recognized specialization?
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should it be an inherent and assumed kind
of specialization?

3.

Should we encourage accreditation of specialists or possibly even the higher
accreditation of specialists?

How important

are the precedents of specialization in
medicine and the bar to our own problem?

4.

What is the impact of the sections problem
on the specialization issue?
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There are great training and organizational
problems within business today which may well influence
substantially business operations and organizational
functioning.

To a significant degree these problems may

be attributed to automation and electronic data processing,
but whatever the cause there have been changes in the way
and means of doing business, and there are apt to be even
more changes, which call for changes in the management
function and the organizational structure of the business
entity.
To deal with such problems, an integrated
discipline in the form of behavioral science, to throw
some light on individual and social behavior, would be
a powerful tool.

Such a discipline has not been well

*In considering where the accounting profession wants to
be in 1975, the committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. One of these experts was Dr. Alex
Bavelas of the Graduate School of Business, Stanford
University, California. His contribution to the committee's
thinking is the basis of this paper prepared by Norton
M. Bedford, a member of the committee. The paper does
not necessarily reflect the views of the author or the
committee.
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developed but there are findings in sociology, anthropology,
political science, psychology, and other disciplines which
contribute to a solution to the problems.

Something of

such a restricted view of behavioral science, with heavy
reliance on psychology, represents the base from which the
following findings were developed.
Significant Trends and Developments in the Behavioral
Science Field.
The most significant development to accountants
in the behavioral science field appears to be in the area
of communications.

While there is the possibility that

a few general principles of behavior may be developed in
the future, there is little in this development of immediate
use to accountants.
In the area of communication, progress has been
made to the point where such questions as the following
may be posed:
(1)

Has or has not the rapid development and
application of information technology
advanced to the point where it will lead
to a restructuring of managerial functions?

(2)

Are present methods of information transmission now in need of considerable
research effort?

The developments in the area of communication
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dealing with the development of information are primarily
the result of the study of organizations and organization
theory.

Studies on the nature of the management function

have revealed that knowledge (information) is power and
that whereas the individual with the best memory, or the
best experience from which knowledge was gained, or the
best ability to transfer and apply the remembered knowledge
from wide experiences to a new situation was the type of
person who became the best manager in the past; other
means of gathering and processing and applying information
have developed which might cause another type of man to
be the best manager.
The developments in the area of communications
dealing with the transmitting of information are primarily
in the area of psychology.

The results are somewhat

startling, for example, the discovery that the communication network within an organization need not follow the
organization structure as it is represented in an
organizational chart is difficult to accept.

It would

seem that the communication network should flow to the
man in an organization chart responsible for certain
activities.

It would seem the communication network

should provide him with the information needed to make
the decisions which must be made.

Yet the research

suggests that while such a process may provide a sort
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of stable, consistent pattern of decisions because the
same man made them, there is no assurance that such a
flow of information necessarily results in the best
decisions for the business.

The process of decision

making in an organization is not so simple.

The manager

may discuss the problem with a number of people and they
should be provided information.

Unless the information

is appropriately transmitted, the manager can not be
certain he has discussed the problem with the people who
are informed and can be of most help in making the decision.
It has been suggested that the decision-making process is
so involved that if communications did not occur in ways
completely different from the organizational structure,
business organizations would not operate as efficiently
as they now do.
The impact of the changes in organizational
behavior and functioning and improved information systems
for the organization may be felt in a number of business
activities.

Not only may the distinction between accounting

and other information systems tend to assume a different
relationship, there may be a number of changes among the
functional activities of a business (production, sales,
administration and the like).

The sales and production

function may well be much more closely tied together as
better information and automatic decision-making develops.
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-5It may be that in twenty years we will be more interested in
increased consumption than in efficient production, for the
main problem may be to get consumption of an amazing amount
of production.

This change in the relative positon of

production and consumption is not at all incredible.
In the area of personnel and training, it may be
that specialization at the work bench will be replaced in
twnety years by elaborate methods for piping information
to the worker as he needs it so that one worker may be
used to do all types of jobs.

Information could be piped

to the worker according to his needs and placed to his
demands.

As a result the worker would not have to learn

and remember prior to doing the work.

Such a development

would also have significance to new employee training.
Despite these developing changes, the competitive
advantage in the interim period appears to lie with business firms which maintain a moderate position and do not
go overboard on every automated process.
Opportunities and Implications for Accounting Suggested by
the Study of the Field.
I.

Environment.
Possibly the most significant environmental

development suggested by behavioral science is that in
almost all areas of endeavor

having to do with human

activity (nations, businesses, churches, and many others)
we are moving speedily toward bigger centralized control
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units.

This development seems to be due to the increasing

interdependence among people and activities.

As inter-

dependence increases, the effectiveness with which the
total activity (business, religion, politics, or other
activity) is carried out depends on coordination of all
aspects of the activity.

What happens to any particular

segment of the total activity becomes less important and
the question of whether or not the particular segment
contributes to the overall activity becomes more important.
In such a holistic environment the communication of conventional accounting data may become just one of many kinds
of evaluations which may be considered in making decisions
for the total activity.

For example, the total information

may indicate it is more important to sustain a high level
of employment than to show a dollar profit in a short-run
period of time.

It may suggest restricting the activities

of one segment of the total activity and expanding another.
Realization of this holistic point of view will
require the development of an information technology
capable of providing data which will further the making
of those decisions which will contribute most to the
development of all aspects of business or any other activity.
Such a technology is being rapidly developed and applied.
In fact, its growth has been of such significance that it
may well lead to a change in managerial functions.
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previously, it may be that the leader or manager of the
future will be a different type than today's managers
and will perform a different function, on the following
reasoning.
Managerial functions may be defined as planning,
giving information, evaluating, controlling, rewarding,
punishing, and the like.

All of these reflect the idea

that managerial functions are those acts or decisions
which help the organization or group to achieve its
objectives, or, as it is also put, to satisfy its "needs."
Prom this it follows that the leader or manager is most
likely to be that person who can assist or facilitate the
group or organization to achieve its objectives to a
satisfactory degree.

This concept of the leader or manager

may seem to be in opposition to the view that the leader
is the person who decides organizational objectives and
hires money and men to carry out the objectives.

But the

seeming inconsistency is more apparent than real, for both
leaders and employees as well as other groups, must be
satisfied by having their own objectives realized before
they will lend or work for the organization.

The manager

must provide for all groups to achieve their objectives
to a satisfactory degree if he is to be successful.

If

one examines the nature of the actions which the manager
must take to perform this function, it turns out that the
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one who best makes choices for the organization or helps
groups within the organization to make desirable choices
will be the best leader or manager.

In this sense the

manager of the future may well turn out to be primarily
a decision maker or one who facilitates the making of
decisions.

As to why this type of person is likely to

replace the persuasive, forceful type as the manager,
analysis suggests that organization leadership consists
of uncertainty reduction and that such reduction is
accomplished by making better choices or decisions.
Further studies indicate decisions are improved as
information is increased.

This means the best choices

or decisions in the future will rest on a solid basis
of information.

This suggests the development in the

future of a relatively new business role in business
organizations - the director of information - who may
in fact be the managers of the organizations.

The

information these men will develop will far exceed that
now available.

The technical information systems and

devices now available in business is the most naive
kind of information in terms of the potential.
While the first reaction of an individual who
studies business organizations and the possibility of
central data system is that centralization of decisionmaking on a much more complete basis will result, this
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is not necessarily inevitable.

Such may well be the result,

of course, but it is also possible that a highly centralized
data system may make decentralization of control possible
on a completely different basis.

The problem is to provide

an integrated effort to meet the needs of society and it
is possible that this can be done as well by decentralized
decision-making, if the decision-maker is sufficiently
informed, as by centralized decision-making.

One of the

problems of decentralized decision-making at the present
time is that the decision maker does not have sufficient
information to make the best type of decision.

Further,

the type of data processing equipment which has been
developed has been in the form of bigger and bigger computers with greater and greater capacities having their
best use in centralized decision making.

But if small

computers could be developed, which would provide the
information needed by the decentralized decision-maker
so he could make the "right" decision, it would be
possible to establish decentralized decision-making as
the nature of society .

Since the road to be taken will

depend upon the type of equipment available, it is possible
for society to develop on either a decentralized or a
centralized basis.
II.

Areas of Professional Service
The area of professional service to which accounting
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could move is nothing less than that of the total information and control system of organizations.

Since accounting

is essentially concerned with gathering, classifying,
recording, summarizing and transmitting information to
others, it would be possible for accounting to move into
the director of information role merely by absorbing the
new information development techniques as they come into
being.
The profession is not restricted in its possible
future development to the role of the director of information, for the profession could create and assume a new
distinctive role in society.

The new role would be that

of the attestor - a broadened conception of the auditor in which the CPA would attest to everyone and anyone
concerned on such issues as the level of employment
maintained, the compensation of workers, and even on
defense efforts of different countries to an international
group, as well as the financial activities of a business
organization.

In this role of an attestor, the CPA would

report upon the effectiveness with which an organizational
entity has carried out its objectives.
Acceptance of this complete role would require
an extensive educational effort for CPAs.

Proper per-

formance of the attest function at this level would
require an observer, aware of all the objectives to which
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an organization could reasonably direct itself, and
equipped with measurement methods to determine the extent
to which each of the various objectives has been attained.
It would require greatly increased skills in communicating
the information to other people so that parties with
various interests could evaluate the organization.

To do

these things the attestor would have to be an observer
of unusual capacity.

In fact, the attest function could

be a universal function between any two parties who might
ask for an accurate objective evaluation of anything,
even if it be about the mental health of someone.

At

this blue-sky level, "the attest society" would represent
a very, very high-level international elite capable of
crossing any discipline, whether it be psychiatry, education, or anything else, to furnish a competent certified
statement on almost anything.

This might well require

new measurement methods and standards and more clearly
defined organizational goals.

At a more practical level,

it is possible for the profession in the near future to
develop standards and criteria of managerial performance
which would enable an evaluation of various managerial
actions.

For example, accountants could develop standards

and criteria which would enable them to attest that an
organization did or did not follow "generally accepted
managerial standards" in deciding among alternative
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courses of action.
If the profession becomes the information and
control profession and the accountant becomes a director
of information, it may have to devote a considerable
amount of research in developing the function.

This is

so because the function is now developing in a random
sort of way, and it would be much more complete and
thorough development if the function were researched
systematically.
If the profession develops itself as the
attestors in society and considers this as the essence
of the profession, it has two possible capacities in
which it could operate, as follows:
(1)

The profession could assume responsiblity
for attesting that facts presented are
accurate and complete and are the appropriate facts for the decision to be made.
The need for this function arises due to
human frailty, which includes both the
tendency for conscious dishonesty and
the subconscious tendency to look at
things with a built in bias.

To over-

come this human frailty, there is need
for an objective measurement and communication by the accountant attesting as to

241

-13-

the true facts involved.

In this role,

the accountant would emphasize his
capacity for unbiased observations and
unquestionable

integrity.

This type of

an attestor would be an ideal court
witness and as such the accountant could
be expected to be called upon extensively
as an expert witness.
The second possible role in the attest
function is less demanding for it deals
with the problem of technical competence
in measuring and communicating somewhat
standardized information.

In this

capacity the CPA would not assume responsibility for the appropriateness of
the information for different uses.

He

would merely attest that it was measured
accurately and that it was being communicated accurately so it could be understood.
Acceptance of this concept as the nature
of the attest function carries with it
the connotation that consistency is necessary
to insure a stability in business actions
and that such stability in reporting may
be just as important, or more so, as the
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development of the precisely most appropriate
information for different uses.

The idea is

that although the data developed may not be
precisely that which is most appropriate,
the variance is so small that in terms of
stability, the consistent information is
better—even though wrong—than disclosing
that there are a lot of variances.
In less general terms, more specific areas of
professional service to which accounting could move in
the future include:
(1)

If financial information processing becomes
incidental, even subservient to the total
information system, CPAs may have to examine
the total system by which all information is
processed in order to attest financial data.
If this develops, it seems the opportunity
for extending the attest function into a
variety of new areas is one direction in
which accounting could move.

(2)

Present efforts to design computing machines
have been primarily engineering efforts by
engineers who do not know what information
users need and as a result design equipment
which has a great capacity in the hope the
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user will be able to find a use for it.

On

the other hand, users do not know the kind
of equipment engineers can design and find
it difficult to express their need to them.
There may be a place for the accountant to
fill in as an intermediary between the user
and the engineer.

In this sense the CPA

would be something of a catalyst joining
two elements together for the effective
development of computer equipment.
(3)

The problem of communication in the sense
of transmitting information is serious in
all areas of business.

Experiments have

shown that messages seldom convey what
the sender thought he was saying.

There

is a need for a professional group to
develop competence as authorities in
testing the effectiveness of specific
messages.

If the CPA were to accept this

role, he could hold himself out as an
authority or research specialist in evaluating the effectiveness of messages.

His

clients would be all organizations needing
help in transmitting information.
(4)

The transmission of information within an
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organization is going to increase substantially in quantity and will be processed
through different channels in order for
the organization of the future to operate
most efficiently.

Into this area the

accountant seems destined to expand having
as an objective the providing of the "right"
information to the "right" person at the
"right" time or devising the system which
Will provide such information.

In this

capacity, the accountant could develop as
an authority on all problems of transmitting
information.

Systems work would be empha-

sized.
In the area of management services, the
problem of suggestive bias as well as
possible dishonesty both weaken the validity
of the attest report.

It may be that the

CPA should so define his management services
function that he is guarded by not allowing
any guarantees of outcomes to be implied in
any management services work.

Acceptance

of a definite limit on management services
work may be implied if the CPA accepts this
as an area of study.

245

-17-

(6)

With the advent of the new kinds of information technologies, it may be possible to
make the attest function a continuous thing
so that the CPA could just go in any day to
a company, pick up the cards that represent
the attest function, put them in, and in
half an hour have the report.

(7)

In the tax area, the CPA would perform a
positive social benefit by taking advantage
of every legal possibility to benefit his
client, provided that which is done is
explicitly explained in detail.

The result

would be to evolve a better tax law.

This

would represent a change in the nature of
tax services by CPAs.
III.

Problems of Education.
From a behavioral scientist's point of view, the

educational objectives for the accountant of the future
should be:
(1)

An accountant should not only be trained
in the specifics of his profession but
be broadly educated in the economic and
social significance of his role in society.

(2)

An accountant should have an effective
grasp (at least on the level of "literacy")
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of the scientific and technological bases
of the various management processes he is
expected to evaluate.
(3)

An accountant should have both understanding
and skill in the management of human effort.

It is the third area, understanding and skill, where the
greatest improvement in the educational process is needed.
No longer should skills and understanding in the realm of
human behavior be regarded as innate and intangible qualities
of personality and character.

There is evidence that these

skills can be taught to a significant extent.

Courses for

this purpose, however, have not been particularly successful
primarily because the courses have been of the following
kinds:
(1)

Inspirational courses consisting largely
of lectures on ethics, democracy, and love
of one's fellow man.

(2)

Background courses in traditional academic
fields such as psychology and sociology.

(3)

Technique courses consisting of lectures
and demonstrations on such topics as how
to interview, chair a meeting, and speak
persuasively.

One reason these kinds of courses in human relations have
not been successful is that there is reason to believe
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that the skills of human management are learned on the
job and not out of books.

It is pedagogically naive

to expect that action skills can be developed through
books, lectures, and discussion alone.

Another reason

is that of individual differences so that one set of
techniques of human relations is suitable for one man
while another set is appropriate for another person.
The type of course needed in the area of
behavioral science is one that would increase the ability
of the student to evaluate his own motives, and understand his emotional responses to the kinds of
frustrations, conflicts, and challenges that he will
meet in business life.

Such a course would teach him

about the crucial man-to-man relationships he will have
to handle and help others handle in dealing with
superiors and subordinates.

The course would also

teach him about the structure and dynamics of small
groups, formal and informal, that form the context in
which so much managerial action is taken.
of course would have to be developed.

This type

For the present

the most useful courses in the behavioral science area
would be a laboratory course, which would involve the
participation of the student in exactly the experience
in which he is trying to gain some mastery so he would
be able to find out what the skills are that are needed
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a course in communications and the information process.
In the laboratory course, there would be no essential
difference in course content if the purpose was to train
a business manager.

However, the idea of a laboratory

course is very closely related to the internship program
offered by several accounting firms to university students.
As now constituted, of course, the typical internship
problem does not constitute the type of laboratory proposed here, but there exists the possibility of research
which would develop it more to the desired type of
laboratory course.
In a very real sense, the best way to develop
educational material is to look less at behavioral
science as such and more at the educational objectives
of the educational effort.

Much of the way in which

subject matter has been put together and compartmentalized and departmentalized is accidental.

By starting

with the body of knowledge or the competence a student
should have, it may turn out that many courses do not
make sense and it may be that a completely new
educational experience ought to be taught.
One way to develop the educational material for
the accounting study of communications would be for a professor of accountancy to spend a year visiting several universities to find out about different approaches to the field
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and then write a textbook which would bring the material
into the accounting curriculum.

There appears to be a

need for an improvement in accounting textbooks if students
are to be prepared for a broader scope
function.

of the accounting

If present accounting textbooks are represent-

ative of what accountants need to know as a minimum and
if the potential for the profession suggested by behavioral
science is also within the scope of accounting knowledge,
there is a great need for a new type of accounting textbook, and this may represent one of the most severe
problems of the profession.
There are certain developments which may allow
greater emphasis on accounting education rather than
accounting training.

One rather startling "believe-it-

or-not" development in the area of training, where the
objective is to train someone how to do something, is
the use of medicine and rest in the training process.
As a result, the training facilities for new employees
twenty years from today may look more like a hospital
than a class room.

A new employee would, for his

training, take a pill and go to sleep for twenty
hours to get complete rest.

Upon reawakening after

"complete rest" he would be able to learn at a highly
accelerated rate.

Several developments in the train-

ing area point to some hope for an opportunity to
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improve the educational process and develop an even
higher quality person for the profession.

This is of

considerable significance for there will be a much
higher level of competence required of employees in
the next ten or twenty years than is even available
now.
IV.

Research Attitudes and Problems.
Areas of research to which the accounting

profession could direct its attention include:
(1)

Research on the changes going on in
society, its changing social structure,
and changes in group and individual
values.

(2)

Research in the manner in which ways
and means of doing business change.

(3)

Research in the way changes in ways
and means of doing business change
the entire function of business and
organizational structure within
business.

(4)

Research on communication networks.

(5)

Research on the role of redundancy
in communications.

(6)

Research in increasing efficiency in
transmitting information and ideas as
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well as locating inefficient methods now
used.
(7)

Research in semantics.

Research in the area of values and changing values and
social structure would be more in the way of finding
out how to determine what the values are.

The problem

is not merely finding out what the values are.

While

this may be an area of considerable potential, it will
require further study to determine more precisely the
type of research which could be done in this area.
Research in both the manner in which ways
and means of doing business change and how such changes
bear upon the function of business and organizational
structure within business are also rather abstract
areas. Currently it would appear that most research
in these areas would have to be at the concept formation
level.
In the area of communication networks, research
is needed on where channels of information should go
and the formal relationship of procedural communications.
These areas deal with psychological problems on how
the way you say something will influence the way it is
understood and is involved in the study of the needs of
the receiver, his perceptiveness and habitual ways of
doing things.
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In this same area, there is need for a study
of the proper information system which an organization
should have.

While it is normally assumed that the

formal communication system is identical to the organization chart, there is no logic which says that the
information system and communication network should
be identical to the

drawing which shows the distribu-

tion of responsibilities, authority and delegated
power.

Laboratory experiments to date on communication

networks indicate

that the superior networks do not

look anything like the typical organizational chart.
The networks poorest in recovery seem to be those that
look almost like the typical organizational network.
Of course, the results from the laboratory may not be
true in real life but they suggest the need for
research in communication networks.
Research in the area of redundancy, semantics
and efficient information transmittal is all tied to
the problem of conveying an idea from one person or
group to another.

Redundancy refers to the extent to

which the same information is included in a message.
It is particularly important when numbers are involved.
If a word is left out of a written message, the reader
can very frequently still understand the message
because of the redundancy in the message and the
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supporting context.

Numbers do not have that property.

Accountants may not allow enough redundancy to enter into
financial reports for readers to understand and respond
to the information in them.

Additional information which

the accountant could include to improve the transmittal
of information in financial reports would be to include
supplementary data along the following lines:
(1)

The manner by which the information was
gathered should be disclosed.

It is

essential that people who are going to use
accounting data have some understanding
of the nature and validity of the data.
If accountants collected data from
persons who gave it with reluctance
and without evidence that numbers really
mean much, readers are not going to be
completely responsive to conclusions
drawn from these numbers.

Readers of

accounting reports have to be concerned
not only with how the numbers are gotten
but also with what attitude and understanding these numbers are generated.
(2)

The procedure used by accountants for
processing the numbers should be revealed.
The reader of accounting reports must be
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in a position to understand and accept
the procedures used in processing the
numbers.
Research in semantics seems appropriate because
words carry emotional meanings.

The emotional aspects

of words differ from person to person, from place to place,
and from time to time.

Illustrative of the results of

this was recently revealed by a semantical analysis of
the advertisements of a company.

The study revealed

that the very same words used by the company to describe
their product in favorable terms were words that were
considered derogatory by the consumers of the product.
Research in semantics would be extremely useful in
developing effective means for transmitting information.
V.

Professional Ethics and the Ethics of Practice
The problem facing the accounting profession

in the area of ethics relates to the level of ethics
to which the profession aspires.

Ethical conduct for

a profession is not merely a question of whether or
not the profession is ethical.

Despite this rather

obvious statement, it is possible for the general public
to categorize professions as highly ethical or even
unethical.

The process by which the categorization is

made is difficult to determine.

To a degree the public

conception of the ethical status of a profession may
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be determined by its associates.

This may cause CPAs

some problems, for when a business concern takes an
action, within the limits of the law, which is considered unethical by some and defends its action by
stating a CPA looked at the situation, the public
associates the CPA with the questionable action—even
though the CPA has been entirely ethical in his own
conduct.
Regarding the level of ethics to which the
profession should aspire, there appear to be three
levels for consideration as follows:
(1)

If the CPA observes cheating, he could
assume a responsibility to talk to the
company about it and if the cheating is
not stopped, the CPA would report that
fact to all possible parties, stockholders, government,

and the general

public.
(2)

In the same situation, if the cheating was
not stopped, he could report that fact
to only certain parties for whom he
assumes a responsibility and in fact,
need not report it at all unless it
was cheating the party for whom the
report was prepared.
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(3) In the same situation, the CPA could
assume the cheating was none of his
business unless he were asked if the
company were cheating.
Seemingly the ethics of public practice now
prevailing would require the CPA to disclose in the
financial statements anything wrong as far as public
reporting to stockholders and other investors is
concerned.

But the CPA assumes no responsibility for

communicating to the government.

In the tax area the

CPA is almost an adversary of the Internal Revenue
Service so the CPA argues his client's case as best as
he can within the limits of his conscience and the law.
This tends to mix up the level of ethics to which the
profession aspires.
It would be possible for the CPA to develop a
level of ethics which would require complete disclosure
of everything to everyone.
level of ethics.

This would be a very high

It would not require that the CPA give

up his position as an advocate in tax practice.

It

would, however, require that he disclose the basis for
actions taken to minimize his client's taxes.

An

example of this process is the case where the Treasury
Department held that a department store could not use
the LIFO inventory method.

One department store felt
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this was wrong and the CPA supported the taxpayer and
took the advantages of LIFO fully disclosing the fact.
The case was litigated and the taxpayer was supported
by the courts.
The concept of ethics seems to be shifting
from the individual point of view where morality is a
question between man and God, and the moral oughts are
expressed in terms of what should be done, to more of
a group concept where ethics are defined in terms of
what's all right rather than what should be.

As a

result of this shift different groups (government
administrators, business managers, etc.) often form
codes of ethics for their group.

One very significant

feature of these new codes for particular groups is the
large proportion of rules of the "thou shalt not" type.
To the extent the "shalt nots" exist in a code of ethics,
it means the group has not generally accepted as a part
of ordinary conduct the actions desired by the profession.
Alternatively, it could mean the code is out of date.
For these reasons codes in prohibition-type statements
might better be stated in terms of statements of desirable
action.

Furthermore, certain experiments have shown

that if you want people to adhere to a code or to a
desired behavior, it is extremely inefficacious to say
don't do the opposite.

258

-30-

VI.

Personnel—Procurement and Retention.
One of the most serious problems which the

profession will face when it moves into a broadened
scope of activity will be personnel.

It has been

estimated that only three per cent of the profession
has the capacity to adapt to competence in the total
information and control system function, and that 98
per cent of the accounting educational programs are
still training students the same way they did in the
nineteen thirties.

As a result it may be much harder

for the accountant to move into the total information
system than it will be for persons trained in management science and operations research, for the latter
have a natural affinity for the total information
processing methods.
It has been suggested that a merger of
management science, operations research and accounting
would provide the needed personnel for the emerging
profession.

Firms could bring in as partners in their

total operations, persons qualified in operations
research, management science, and the computer.

This

would provide a personnel blend which will permit the
group as a firm to do the total information processing
job.

Right now CPA's are hiring management consultants

and management consultants are hiring CPA's so the trend
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toward a merger has started.

Either a change in the rules

which would allow a non-CPA to become a member or a
change in the CPA examination so more people could become
CPAs

would contribute to the merger possibility.

VII.

Public Interest and Social Obligation.
The role of the CPA in social interest could be

expanded greatly by 1975.

If the CPA establishes himself

as an attestor in the sense previously described, he
would increasingly be relied upon for opinions on everything from curriculum development to international arms
control.

In the information system, he could contribute

to the development of better tax laws by revealing
questionable features of the law.
If the attest function expands in scope, it
might well be very beneficial to the profession not to
forego instances where they take a position with respect
to whether or not data presented has been dealt with in
appropriate ways.

Such positions would be from the

point of view of society and industry as a whole and
would indicate whether or not requirements that are laid
out make sense or not.
If new kinds of information technologies do
enable continuous attesting, in those areas where the
accountant attests, it might be possible to develop for
the public and society continuous reports, like the
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continuous reports of the weather bureau, on the activities
of each business organization.

In time the public would

come to understand the reports and accounting just as
they now understand isobars on weather maps, and would
depend upon the reports for a number of decisions.

The

problem seems to be that accounting reports are not
rendered frequently enough for the public to understand
them and the work of the CPA.

Continuous reporting

would place the accountant's work constantly before the
public as a public service.
VIII.

Structure of the Profession.
Factors influencing the structure of a pro-

fession are many.

Not the least of them is the way the

profession looks at the world in which it operates.
From the point of view of communication theory,

the

world of the accountant in 1975 may be viewed as
follows:
(1)

The organization has a total information
system, which is accounting, that
generates information about the activities
of the organization.

The information

generated would be preselected by an
observer, the accountant, well aware of
the information which is significant.
(2)

The information generated is processed,
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grouped and regrouped and arranged in a
meaningful manner.

The process is clear

and capable of ready understanding by the
user of the information.
(3)

The communication network to gather and
disseminate information is complete and
accurate.

Reports go to the right person

at the right time with the right information.
(4)

For transmission purposes, messages are
coded in such a way that the recipient of
the message both understands the message
and acts according to it.

This view of the nature of the accountant's
world suggests both the small and the large accounting
firm will continue to exist in the future, for this view
of an accountant's conception of his world is applicable
to both large and small organizational units.

Further

support for this conclusion may be drawn from the observation that historically there is no instance where it
has been possible to centralize so thoroughly and so
well that there haven't been all kinds of cracks.
Possible Positions for Long-Range Objectives Committee
to Take.
I.

Should the CPA assume responsibility for competence

in the total information and control system of organizations?
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(a)

Should the AICPA commission a suitable
person or persons to write a textbook
which would relate conventional accounting
techniques to all information processing
techniques and thus broaden the scope of
accounting education?

(b)

Should the CPA examination be expanded to
include questions on communication theory
and information processing methods?

II.

Should the AICPA expand its research activities into
the areas of
(a)

Redundancy and Semantics?

(b)

Communication networks?

(c)

Information transmittal?

(d)

Information theory?

III. Should the AICPA establish a committee to determine
the level of ethics to which the profession should
aspire compatible with current general interest in
the topic of codes of ethics?
IV.

Should the Council of the AICPA change its rules to
admit non CPA's to

membership

who pass other tests

to be devised by the AICPA—possibly on an interim
basis—until the CPA examination can be changed?

263

PROFILE OF THE PROFESSION: 1975
ECONOMIC ASPECTS

Long-Range Objectives Committee:
Robert M. Trueblood, Chairman
Norton M. Bedford
Malcolm M. Devore
Clifford V. Heimbucher

NOTICE TO READERS
This paper is intended for the information
of state society committees and interested
members of the Institute. It is solely a
basis for discussion and does not present
the views of the members of the committee
on long-range objectives of the American
Institute of Certified Public Accountants
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PROFILE OP THE PROFESSION: 1975
ECONOMIC ASPECTS*
Long-Range Objectives Committee, 1962-63
American Institute of Certified Public Accountants

In considering the impact of economic factors on
the profession in 1975 the committee sought the counsel of
Dr. Ezra Solomon.

Dr. Solomon is a nationally-known and

nationally-respected economist.

The economic views expressed

in this paper are largely his; however, where the committee
holds important views at variance from Dr. Solomon's, they
have been noted.

Accordingly, what follows may be said to

be a consensus of the committee.
Economic factors will be discussed in the following
order:
Economy - General:
Population and Age Distribution
Growth in Gross National Product (GNP)
Importance of Demand Factor in Growth
Relationship of Governmental Deficits
to Demand Factor and Growth
Relationship of Tax Structure to Growth

*In considering where the accounting profession wants to
be in 1975, the committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. One of these experts was Dr. Ezra
Solomon, Director of the International Center for Advancement
of Management Education, Stanford University, California.
His contribution to the committee's thinking is the basis
of this paper prepared by Malcolm M. Devore, a member of
the committee. The paper does not necessarily reflect the
views of the author or the committee.
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Confidence in the Dollar and Relationship
to Gold Standard
Political System
Other
Economy - Business Units:
Size
Corporate Share of National Income
Wealth Maximization
Foreign Earnings
Information Control Function
Other
Profession:
Growth
Services:
Attest function
Management aids
Evaluation of management
Education
Other
* * * * *

Economy - General:
Population and Age Distribution
Growth of our economy is affected by growth of
our population.

However, the age distribution of our

population is relatively more important than the absolute
numbers.
Various studies have been made of both population
growth and age distribution.

The Bureau of the Census,

for example, has historically made five series of projections,
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each with its own set of assumptions.

Recently, it has

reduced its projections to just two series, referred to
as series 2 and series 3.
Series 2 assumes that fertility levels will
continue at the relatively high levels which existed in
the past five years; this series projects a total population in 1975 of 235,000,000.
Series 3 is more conservative and assumes a
decline in the fertility levels from those which have
existed in the past five years down to the levels which
existed in the 1949-1951 period; this series projects a
total population in 1975 of 226,000,000.
In absolute numbers there would not appear to
be too great a difference between 226,000,000 and
235.000,000, yet the difference of 9,000,000 falls mainly
in the "dependency" groups; and the effect on the economy - and its growth - of having to supply the requisite
baby buggies, tricycles, cribs, etc. and later, the need
for more schools, more automobiles, more roads, is most
considerable.
Dr. Solomon believes not too much would be
gained by engrossing ourselves in the problems of how
much, and what kind, of population growth we will have.
Suffice it to say, we will have continued growth and
that such growth will be an important factor in economic
growth.
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Growth In Gross National Product
Projected gross national product

(hereinafter

referred to as GNP) is the resultant obtained by combining estimates of such factors as population, labor
force, output per man hour, and productive hours.
Our historical average rate of growth in GNP
is 3.2$ a year.

On this basis GNP, in real terms, doubles

every 23 years.
While 3.2% is our average growth rate our actual
growth for the last five years has been well below this
rate.

Since we have not recently been achieving our

average rate of growth of 3.2%, it is obvious that to
regain that average rate for a given period we would have
to attain and hold a rate of growth proportionately
higher than 3.2%.

This is the basis of the desire of

the present administration to achieve a 4% rate of growth.
The attainment of a 4% rate of growth (over what
we are now experiencing) would add $50,000,000,000 to our
GNP.
Assume, for sake of illustration, that we would
attain and hold, a 4% rate of growth from now until 1970;
on this basis, in terras of today's prices, our GNP would
be about $819,000,000,000.

If we add to this figure

price inflation of 1-1/2% per annum (our experience of
the past five years - generally regarded as a period of
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relative price stability) we get a projection of GNP
approaching a trillion dollars.
Figures of this magnitude raise questions as
to the ability of our economy to furnish the demand
necessary to absorb such production; and it is clear
that, in the aggregate, demand must approximate supply.
Stated another way, business will not produce unless its
production can be absorbed.
Importance of Demand Factor in Growth
Countries with undeveloped economies (of which
there are many in the world today) find that productive
capacity is the limiting factor to growth; even countries with developed (or mature) economies can have
periods - such as was experienced following World War II
- where productive capacity is, for a while, the limiting
factor to growth.
Normally, however, countries with developed
economies find that they have the ability to produce,
and in abundance, but that demand then becomes the
limiting factor.

This is true in the United States today.

The problem then becomes how to induce the
demand that will absorb such productive capacities (our
supply potential).
This seems like an anomaly for it would seem
that human wants, by the nature of things, should be
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limitless.

However, "wants" of people can be for other

than material things, or for the deferred purchase of
material things.

A case in point is the desire for

security, a preference for foregoing expenditures today
(savings) in anticipation of retirement needs.

In

periods in which savings increase importantly the demand
factor correspondingly slackens; and as we noted earlier
business will not long produce unless demand absorbs the
production.
Relationship of Governmental Deficits to
Demand Factor and Growth
There is a school of thought - of which Dr.
Solomon is one - that believes that when demand in the
aggregate is insufficient to absorb supply the governmental sector of our economy should furnish the demand even though this means deficit spending.

To illustrate,

if people attempt to increase their annual savings by
$7,000,000,000 government should correspondingly spend
$7,000,000,000 more than its income (i.e., deficit
spending).

This school of thought holds that the balan-

cing of supply and demand is essential to our economic
health and that only government can furnish the necessary
balance.
In theory this means that in years in which
demand exceeds supply the government should correspondingly
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underspend.

Again, to illustrate, if intended savings

should decline in a year by, say, $5,000,000,000 (as
might happen in years of heavy home construction activity) government should curtail its expenditures by
$5,000,000,000 (i.e., achieve a surplus).

Mr. David

Bell, Director of the Budget, has referred to deficit
spending as rather like down payments on future surpluses.
Relationship of Tax Structure to Growth
Our present income tax structure was developed
years ago when our GNP was about $350,000,000,000; the
structure involves progressive taxes so that as income
rises the tax take increases proportionately faster.
Today our GNP approaches $600,000,000,000; earlier in
this paper it was noted that by 1970 our GNP might
approach a trillion dollars (should we have a 4% annual
growth coupled with price inflation of 1-1/2% a year).
Should our tax structure not be changed it is
apparent that as our GNP grows taxes will take increasingly larger bites.

This type of tax structure tends

to operate as a "brake" on economic growth since it
restricts the demand element (i.e., the ability to buy)
of the private sector of our economy.
Accordingly, more and more people are clamoring
for a basic change in our taxing structure.
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sought by most people in this regard is a taxing structure that would benefit, not obstruct, our economic
growth.
However, there are conflicting views on how
best to accomplish this objective.

Some hold that

relief should be granted in personal income taxes in
the lower brackets; this school of thought holds that
what is needed is to increase purchasing power and that
taxpayers in the lower brackets would best supply this.
Others hold that relief should be granted in corporate
income taxes and in personal income taxes in the upper
brackets; this school of thought holds that what is
needed is to release income for purposes of investment,
that investment in facilities is the key to prosperity.
It may be recorded that in 1953-54 income tax
rates were reduced (essentially the elimination of the
corporate excess profits tax); concurrently government
spending was reduced about $10,000,000,000.

It is a

matter of record that 1954-1955 (and 1956-1957) were
years of considerable growth in our economy.

Some

believe these events were "cause" and "effect" and that
if we were to have a comparable tax reduction today we
would experience a similar growth in our economy (Dr.
Solomon holds to this view).
Prom all of the interest in revision of our
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tax structure there is good reason to believe that by
1975 we may be operating (and for some previous time
will have been operating) under a revised tax structure.
The shape of any tax revision, however, is
unclear.

It would seem that inasmuch as changes in tax

laws must be enacted by Congress, any tax revision will,
for political reasons, need to benefit all classes or
at least not be deemed to be adverse to the interests
of the large body of voters.
Confidence in the Dollar and
Relationship to Gold Standard
Confidence in the dollar is an important element in our economy.

It is important to those directly

involved in our economy; it is important in terms of
our balance-of-payments problem and our gold stocks.
There is a tendency in some circles to equate
confidence in the dollar with our gold supply.

At pre-

sent the United States carries a gold backing of 25%
against its currency; this requires some $11.5 billion
of gold.

Our gold supply has been decreasing for some

years and at present is down to about $16 billion.

Since

the excess of gold reserves ($16 billion) over our required gold backing ($11.5 billion) is so narrow there
is some concern that the government may devalue the
dollar.
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In considering this possibility it is well to
consider how important is the 25% gold backing.

Res-

ponsible economists, including Dr. Solomon, believe it
to be of relative unimportance.

They point out that

no other major world currency has gold backing.
In this context confidence in the dollar
appears to depend less on whether or not we have gold
backing than on other factors, such as sound management
of our internal fiscal affairs and our balance-ofpayments problem.
Political System
The type of political system under which we
will operate in 1975 is important, but conjectural.
It can be fairly said that we are apt to have the kind
of system that the people at large want.
If our present system does not operate well
enough to satisfy the majority of our people, if our
economy does not provide the desired employment for
our people, then our political system will likely
change so as to conform to the desires of the people.
There is no assurance, therefore, that our
present system will exist in essentially its present
form in 1975.

Nonetheless, and despite our admitted

trend towards a more socialistic government, there is
reason to believe that our political system in 1975
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will not be classical socialism.
Other
In the field of education we have seen an
enormous growth in the numbers of people seeking higher
education.

Our colleges and universities are crowded

and projections of present trends indicate an increasing problem to house, and provide the teachers for,
the ever-increasing number of students.
Will the economy absorb these increased numbers
of higher-educated people? The demand for the highereducated people which is implicit in an expanding
economy will.

However, if our economy lags, the demand

for people of this higher education will fall off; and
it would then follow inevitably that enrollments in
institutions of higher learning would be correspondingly
affected.
The answer to this question then depends primarily upon our economic state.
Another area of interest is the general field
of services.

A phenomenon of our economy in recent

years has been the growth in services as distinguished
from things.
In the area of things we have had the benefit
of technological discoveries and improvements and mass
production procedures and techniques.
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these have given the consumer relatively more for his
dollar; in other cases the improvements have tended to
offset increased costs of production.
In the area of services, however, relatively
less progress has been made.

This, therefore, remains

a challenge to us in the years ahead.

(While this

comment is made under the heading of "Economy - General"
it is well to bear in mind that professional accounting
services are themselves services and the "challenge"
referred to directly concerns us.)
Economy - Business Units:
Size
The size of business units has significance to
the public accounting profession both because of the
nature of services rendered and its impact on the nature
and size of public accounting firms and practitioners.
With the numerous mergers that have taken place
in recent years one might think that the bigger business
units are getting bigger and the smaller business units
are getting smaller - or are disappearing.
Studies, however, do not bear this out.

The

number of small businesses per dollar of GNP has followed
a very constant trend.

Business population, both large

and small, is very closely related to GNP.
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World War II disrupted the normal share of the
market enjoyed by small businesses as individual owners
went to war.

In the postwar economy, however, the trend

line returned to its normal place and has remained there.
It accordingly appears that the size and distribution of business units in 1975 will likely be much
the same as today.
Corporate Share of National Income
A corollary to the question of the size and
distribution of business units is their relative share
of national income.

National income, incidentally,

refers to income generated into wages, salaries, profits, interest, rents, etc.

Here again we find little

change over the years with the corporate share of
national income holding fairly constant as evidenced
in the following:

1929

51.5%

1947

52.8%

1961

53.5%

Data are not available as to the corporate
share of GNP but there is evidence to suggest that
were such data available it would parallel the above
percentages.
While the corporate share of national income
(and presumptively of GNP also) has held rather constant
over the years, the portion thereof represented by the

277

-14-

shareholders' portion has declined, and rather importantly
too.
The reasons for this relative decline are that
the shares going for taxes, depreciation allowances, and
wages and salaries have risen - particularly taxes.
Since there is an economic relationship between
investments in plant and property and GNP (some economists feel an almost direct, long-range relationship)
there is a real question whether this decline in the
shareholders' portion of the income dollar may not
adversely affect the willingness of investors to supply
the capital to support the larger investment in plant
and property needed to support - better, to generate the larger GNP we seek.
This school of thought believes that the route
to greater economic prosperity is greater profits to
the investor.

This, in turn, they contend will come

from more efficient machinery (requiring modernization
of plant, automation, etc.), labor costs more pertinently related to production (elimination of featherbedding,
labor increases better geared to labor's contribution
and increased productivity) and lower costs to the
consumer (through sharing with him some of the related
cost reductions).
In this connection one step much discussed is
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reduction in taxes and general revision of our tax
structure; this aspect of the problem has been discussed earlier in this paper.
Wealth Maximization
What is the principal objective sought in the
operation of a business enterprise?

Is it economic,

is it social, or what is it?
Dr. Solomon holds the very definite view that
the principal objective is economic; he defines it as
wealth maximization to the economic entity.
In this view everything the economic entity
does is oriented to wealth maximization.

It should

take every opportunity to combine more labor, more
capital, more materials, in order to make the wealth
it creates as large as possible - not just satisfactory
but maximized.
In this view every action by the economic
entity should be designed to maximizing its long-run
generation of wealth.

Strictly interpreted this means

that the economic entity has no direct concern for
social or any other non-economic objectives.

To illus-

trate, if an economic entity should develop a new
process by which it could create X output of GNP with
only two laborers, it should do so even if that should
mean the disemployment of 60 million people.

279

-16-

Does this mean that economic entities have no
concern for social matters, that the disemployment of
60 million people is unimportant?

Not at all.

In the first place, concern over social matters
may well contribute to the long-run wealth maximization
of the entity; by and large economic entities have
proven to be "good citizens" while at the same time
striving to maximize their wealth.
In the second place - and fundamentally more
important - concentration by the economic entity on
wealth maximization as its sole direct responsibility
is merely recognition of the respective roles which
should be played by economic entities, by government,
and by other entities.
The disemployment of 60 million people in our
hypothetical illustration is of no direct concern to
the economic entity; but it is of prime concern to the
government.

The responsibility of the one is wealth

maximization; of the other, the social needs of our
people.
In our real-life world, however, things are
not this clean-cut.

We do not live in a vacuum; eco-

nomic entities do operate under a variety of constraints,
social included.

However, economic entities can con-

tribute more to the economic health and well-being of
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our country if they bear clearly in mind their primary
objective (wealth maximization) and not permit their
energies to be dissipated through concern with responsibilities properly allocated to government and other
entities.
Foreign Earnings
It is a common statement that the world is
shrinking.

There is no doubt but that faster trans-

portation and improved communications have brought
countries closer together.

Nor does there seem to be

much doubt that this trend will continue.
American business has invested substantial
sums abroad.

The reason for this is clear; business

has concluded that dollars invested in this manner
will be more productive than comparable dollars otherwise invested.

This is an integral part of wealth

maximization.
So long as foreign conditions, and foreign
and domestic taxation, continue to be favorable American
business will continue such investments.
Meanwhile, foreign business entities have not
stood still.

Many countries have shown substantial

economic growth since World War II (West Germany, France
and Japan are illustrations).

In many cases they are

now able to produce at a lower cost than we can.
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are many reasons for this, among which are more favorable labor costs, more modern equipment, preferential
tax treatment, and (quite possibly) a greater "desire"
to establish themselves industrially.
Interestingly enough, foreign business entities
have, in many cases, seen fit to model their activities
after their American counterparts.

In effect this

has recognized that America has been the industrial
leader of the world; in mass production, for example,
America has developed methods and techniques generally
conceded to be superior in other countries.
In America we have found that development of
accounting and accounting systems has paralleled growth
in our industrial economy.

A logical explanation for

this is that as the industrial system grows there is
a greater need for accounting data to control and measure
the process.
This phenomenon suggests that as foreign economic entities emulate the American industrial system
in their production methods and procedures, so will
they emulate our accounting methods and procedures.
In fact, evidence of this is already present.
Reporting to stockholders and creditors by
these foreign entities is an example of this; the number
and nature of their annual reports today in comparison
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with a decade ago is a tangible indication of this
trend.
Implications of this to the accounting profession are discussed in a later section of this paper.
Information Control Function
The growth of electronic data processing is
bringing with it the capability of developing better
information control centers.

This development will

doubtless continue.
Who will control this information center?
Will it be

an engineer, an accountant, a technician,

or what?
It is probable that a good "machine man" (be
he an engineer or competent technician) has an initial
advantage.

However, proper use of the control center

involves accounting since accounting is the "language
of business".

Furthermore, there is doubt as to whether

or not the engineer or technician has a long-run interest in the accounting function and would be willing to
put forth the effort to equip himself in that field.
The accountant is the "heir apparent" to the
information control function - but only if he equips
himself to earn that right.
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Other
Another factor that may bear on business units
is the area of planning.
In totalitarian systems the government does a
great amount of planning.

The government decides what

crops should be grown, what goods should be manufactured,
at what prices these commodities and goods should be
traded, etc.; Communist Russia and China are prime
examples of these.
In systems less than totalitarian but with
strong centralized control we also find a great deal
of government planning.

In a more flexible sense direc-

tion is given to what crops may be grown, what goods
may be manufactured, etc.

France

today is an illustra-

tion of this; in the French system reliance is had
upon voluntary cooperation rather than government fiat
but a substantial measure of government planning and
control does exist.
What will be the situation in this regard in
the United States in 1975?

Dr. Solomon believes that

we will likewise have a greater degree of government
planning than we have today.

He does not envision

planning that would interfere with business on a company by company basis; he does envision planning on
broad directional lines.
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This latter type of planning would involve the
development of a broad over-all economic budget.

The

role of government would here be to observe economic
progress of our country vis-a-vis the economic budget
and a willingness - a responsibility - of the executive
and legislative branches of our government to alter the
governmental sector of the economy to suit the needs
of aggregate "demand" of our economy.
Profession:
Growth
We have previously noted that growth in our
population, and the distribution of that growth, have
a great bearing on the growth of our economy, and growth
in our economy obviously is an important factor in the
growth of our profession.
At first blush it might appear that our profession should grow much as our economy grows.

This,

however, has not been our historical record for we have
grown more rapidly than has our economy.

What other

factors, then, affect our professional growth?
Undoubtedly there are many.

From an economic

viewpoint - our present concern - there are at least
two factors.
The first factor is that growth in professional
services is more affected by the rate of economic growth
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than with the absolute amount of economic growth; a
high level of growth implies more than a proportionate
increase in professional services; a low level of
growth implies less than a proportionate increase in
professional services.
The second factor is that the kind and nature
of professional services is continually broadening so
that the profession is now rendering more and different
services to more clients.

This will be discussed in

the following section of this paper.
Inasmuch as the growth, and distribution, of
our population involves numerous variables and inasmuch
as growth of our economy, and particularly the rate
of its growth, also involves numerous variables, it is
apparent that so will the growth of our profession be
affected by numerous variables.
Possibly various economic projections could
appropriately be made of the possible growth of our
profession.

Quite possibly the approach used by the

Bureau of the Census - a high and a low projection might be most useful.
Pending such approach - should such an
approach be taken - we are probably justified in assuming that our growth will continue much as it has.

The

reasoning here, which seems valid for working purposes,
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is that the factors of rate of economic growth and of
extension of our professional services seem as likely
to continue to 1975 as not.
Services:
Attest Function
The attest function at present is the largest
area of our professional service.

There is every expec-

tation that areas of service other than the attest
function (management advisory services, for example)
will increase substantially in the years ahead.
Does this mean that the use of the attest function
will decrease?

No.

On the contrary there is evidence

that its use, too, will increase.
In the first place, its use will increase as a
natural result of our economic growth.
In the second place, its use will increase as
attested statements become more and more the "norm".
Credit grantors are more sophisticated in this area than
heretofore and are more prone to request attested statements.

Also, as more and more companies "go public", as

the number of shareholders in American business increase,
there will be an increased demand for attested statements.
The foregoing two reasons concern the attest
function as it presently exists, essentially attestation
to the basic financial statements of an enterprise.
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There is a third reason: the extension of the
attest function to elements or facets of the American
scene not now covered.

Examples of this possible exten-

sion would be attestation to basic factors involved in
labor negotiations or controversies (cost per unit produced, quantitative increase in productivity) or attestation to components of an enterprise

(profitability

of one division or product vs another division or product).
Other probable areas of attestation —

though less likely

-- would be the attestation of Income tax returns or the
attestation of public data of widespread significance,
such as the cost of living index of the Bureau of Labor.
Management Aids
As business has grown larger and more complex
management has sought more explicit aids to help it in
discharging its functions.

It has become less and less

satisfied with intuitive approaches.
The types of management aids which have emerged
in response to this indicated desire are of two types.
The first may be referred to generally as of the financial management nature; and the second as mathematical
aids.
The principal management aids, as seen by Dr.
Solomon, are (1) budgeting, (2) rate of return, and (3)
cost of capital.

By name none of these aids sound "new".
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It is Dr. Solomon's view, however, that our understanding
of -- and certainly our participation in —

these aids is

elementary.
Development of these aids, he believes, will
involve far more theoretical study and analysis than
they have yet received.

Furthermore, all three involve,

in his judgment, the use of projections.
If the profession is to become more closely
identified with these management aids —

and if it

doesn't may we not be displaced by others? - - i t will
require some philosophical soul searching, for the
profession's service has historically been essentially
retrospective, not prospective.
The second type of management aids is of the
mathematical type.

Examples are statistical sampling

and techniques commonly associated with the field of
operations research -- linear programming, queing theory,
etc.
Mathematical aids to management are new —
a relative sense.
may be slow.

in

Dr. Solomon believes their adoption

It seems evident, however, that by 1975

they will have a more extensive use than today.
Evaluation of Management
Dr. Solomon views the objective evaluation of
management as a possible extension of service.
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reasoning is simple: the job needs to be done; and the
evaluation entails numbers; hence, the accountant must
be involved.
Fortunately for the accountant, many skills are
needed to make a scientific evaluation of management.
Included are an economist, an accountant, an operating
man or an engineer, and (possibly) an industrial psychologist.
In this context it is interesting to note that
evaluation of management by the independent auditors is
required in some foreign countries (see "One World in
Accounting" by Robert F. Brandt, Journal of Accountancy,
July 1962).
Education
The discussion in this paper of various fields
of professional service, of new management aids, and of
the new mathematical techniques, indicates a need for a
broader education for the profession in 1975 than has
heretofore been needed.
Dr. Solomon has suggested some broad areas for
our consideration.

A professional accountant, he believes,

should have training in accounting, economics, statistics
and finance.

In addition, he should select at least one

additional field chosen from marketing, production, or
human relations; which of these additional fields he
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chooses doesn't matter much as he will not require knowledge in depth.
In suggesting various fields, Dr. Solomon warns
that a professional man should be, first and foremost,
well grounded in his basic discipline -- in our case,
accounting.

One should not dissipate his energies so

that he knows a little of a lot at the expense of not
being firmly grounded in his basic discipline.
He also suggests that more accounting should
be taught in economic faculties; and conversely, more
economics should be taught in accounting faculties.
Other
Many of the things discussed in this paper have
a pertinent relationship to the matter of how accounting
data are reported.

Rate of return, for one example, has,

as one factor, income determination; evaluation of
management, for another example, involves a comparison
of wealth created versus capital and other "assets"
employed.
These matters, in turn, involve accounting
principles.

And, as we know (probably better than most),

the existence of "alternative" accounting principles can
have a marked bearing on income determination; comparison
of operating results among companies, the evaluation of
management, etc., are made the more difficult by reason
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of these alternative treatments.
It follows that efforts to better delineate
accounting principles (as now being attempted by the
Accounting Principles Board) and to narrow the choice
of alternative methods would help materially.
should be continued in these areas.
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PROFILE OF THE PROFESSION:

1975

PUBLIC RELATIONS ASPECTS*
Long-Range Objectives Committee,

1962-63

American Institute of Certified Public Accountants

A number of foreseeable social, political and
economic trends will have a marked bearing on the practice
of public accounting in the next ten or fifteen years.
For example, although there may be a further intrusion
of government into certain industries, such as transportation and utilities, when difficulties arise that do not
appear to be susceptible of other solutions, this country
is not likely to see a trend toward socialization anything
like what Britain experienced after World War II.

Such a

trend is uncongenial with the temperament of the country,
for one thing, and also the standard of living here is
such as to minimize the need for it.

Within the time

limits under the committee's consideration, the next
twelve years, there is not likely to be any radical

*In considering where the accounting profession wants to
be in 1975, the committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. One of these experts was Arthur B.
Tourtellot, a partner in the public relations firm of
Earl Newsom & Company and author of books and articles
on American history and politics. His contribution to
the committee's thinking is the basis of this paper
prepared by Charles P. Rockwood, Director of the Public
Relations Division of the American Institute of CPAs.
The paper does not necessarily reflect the views of the
author or the committee.
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economic revolution.
Turning to the world as a whole, there is a
strong possibility that by 1975 the communist block will
be fairly weak, partly because of the successes of the
European Common Market, to be discussed further in this
paper, and also because communism as an economic system
is not apparently meeting the needs either of the Soviet
Union or of China.
In the United States, we do not appear to be
living in an age of intense reform and any radical
increase in government control of business is not likely.
On the other hand, we may be on the verge of a period in
which the federal government will exercise a more powerful
arbitration function in the economy.

This is now being

given expression in the Kennedy administration's "third
force theory," which is a rather unique view of presidential power quite different from anything Woodrow
Wilson or Franklin Roosevelt had in mind.

Under this

"referee" theory, the federal government becomes the
third voice at the bargaining table between big business
and big labor.

It alone represents the public interest

in a massive system of checks and balances.
The nation's tax structure, indeed the very
theory of the graduated income tax, is likely to come up
for a very thorough review and overhaul, to which the
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accounting profession will be in a position to make a
substantial contribution.

The income tax as an instru-

ment of social equalization has probably lost its
effectiveness, because the wrong people are being
equalized.

Tax reform is likely to be in the direction

of simplification, but this difficult task is not likely
to be wholly accomplished much before the 1970's.
The public can be expected to look to the
certified public accountants to assume some responsibility
for the entire field of tax practice.

The accounting

profession will not, of course, wish a monopoly on tax
work.

It will simply want to make sure that the public,

particularly the unsophisticated public, is served by
tax advisers who are responsible.

If the accounting

profession does not assume this broad responsibility,
we may witness some disasters growing out of irresponsible tax advice issued from the back rooms of barber
shops across the country.

Congress or the Treasury

Department could then be expected to move in.

In the

heat of investigation, embarrassing questions could be
asked concerning the responsibility of the certified
public accountants for an ugly situation.
There is no reason why the CPAs should be
expected to or wish to solve the problem single-handed,
but they should certainly wish to have a strong voice
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in its solution and should show an awareness of it, and
they should take the leadership in promoting public
discussion of the problem.
Along with the emergence of the government as
the referee in our economy, will come an inevitable growth
in the role of the regulatory agency and its influence
over American business.

These agencies can be expected

to multiply as we move into an era of administrative
government in which complex problems will have to be
handled by professional staffs.

Congress cannot be

expected to legislate difficult questions at the technical
level.

There is, of course, nothing new about the system

in which Congress lays down the broad guide lines of
public policy in statutes and then leaves details of
regulation to the agencies; but we can expect the process
to increase and grow in complexity.
The regulatory agencies are concerned with fact,
and must not be allowed to become an extension of the
judicial process.

American business, which deals with

these agencies, will need to be served well by experts
who can assemble, appraise and interpret facts.

Of

dominating importance in this expertise in fact are
likely to be the certified public accountants.
While the purpose of business enterprise to
maximize profits, on the one hand, or to be socially
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useful, on the other, has been a subject of lively debate
for some years, it will become increasingly clear during
the next decade that in order to survive, business cannot
regard these alternatives as mutually exclusive.

A company

that is misunderstood or disapproved of by the public will
be unable to make its maximum profit.

As the profession

which measures profit and advises on profit potential, the
certified public accountants are likely to have to concern
themselves with techniques and standards for measuring the
entire performance of management for the benefit of shareholders and a government with increasing regulatory
tendencies.

There will be a need for the evaluation of

corporations as both economic and social institutions,
and it may well be that the accounting profession should
equip itself to perform both functions.

The profession

will have to move fast to prepare itself for this responsibility, and its only hope for short-cutting the normal
evolutionary processes of experience, trial and error, is
by systematic research.
Another major feature of the world in which
accounting will find itself in 1975 will be the strength
of the European Common Market.

Indeed the formation of

the Common Market is already far ahead of schedule and has
emerged with surprising strength from the phase of planning
and speculation.

What seemed the visionary concept of
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Jean Monnet has moved faster, more soundly and with more
promise than its architects had hoped in their most
optimistic moments.

Already they are turning to the

problem of a common currency and the establishment of a
federal reserve system, so to speak, among the member
countries, which perhaps in eight years might know the
same monetary unit and perhaps even a common mint.
The prospects for the United States and its
relations with the European Common Market will be conditioned to some extent on how the British application
for admission is settled, and to some extent on the
ambitions of Charles de Gaulle to use the Common Market
as a political instrument in dealing with United States
influence in Europe.

A logical consequence of further

British Involvement in the Common Market would be a
change in the psychological and economic bonds that
cement together the British Commonwealth, leading perhaps to a stronger association of some of the Commonwealth countries with the United States than they have
had in the past.
The significance of these rapidly developing
international economic ties for the accounting profession
can be seen in the experience of the last Congress in
passing the Trade Expansion Act.

The legislators found

themselves dealing with statistics that are not yet very
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refined.

While they were able to get general answers to

such questions as what an automobile worker in Italy earns
compared to one in Detroit, they were unable to go much
beyond that.
It seems inescapable that by 1975 accounting by
firms of all sizes in this country will be practiced on
an international basis.

For example, a CPA who advises a

manufacturer of some small component part in a 200-man
factory in almost any part of the country is going to have
to know a good deal more than he probably does now about
the economics of Europe.

With the prospect that even

small companies will be interested in markets overseas,
their CPAs are going to have to have some awareness or
interest in the total French society, which is quite
foreign to anything which is likely to be experienced in
this country.
The CPAs did not play a sufficient part in
advising Congress on its deliberations on the Trade
Expansion Act.

While the legislators were trying to cope

with crude economic and financial data, the accounting
profession did not yet feel prepared by study or experience
to offer aid.

Nor had the profession yet publicly revealed

a sufficient concern for the area, and consequently was
not called upon to testify.

It is by revealing such

concern that professions and other groups first become
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involved in matters of this kind.

By contrast, it is worth

noting that few important committees or commissions are
appointed without a heavy representation of lawyers on them.
The reason quite obviously is that lawyers are constantly
revealing themselves as people who care about these things.
Among other trends which merit further consideration in a public relations context is the continued shift
of emphasis from a production economy to a distribution
economy in this country, which in turn will lead to a
growing importance in the art of economic measurement.

It

appears, also, that we are entering on an age of specialization, in which outside business advisers who are at the
same time both specialists and generalists will be highly
prized and at a premium.

This trend is likely to create

a demand for an entirely new kind of entrant to the practice
of public accounting and to create opportunities for the
profession limited only by the vision with which the CPAs
themselves view their future.

The Emergence of a Distributing Economy
Of all the new developments which can be seen
on the horizon, that which is likely to have the greatest
effect on professional accountants is the gradual shift of
emphasis in our economy from the production to the distribution of goods.

This shift has been evident for a number

of years and now seems to be on the verge of an enormous
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acceleration.
A number of factors are responsible for this
speed up.

Certainly one is the improvement of transpor-

tation facilities, stimulating the international flow
of goods so that the production of any one country
becomes available the world over.

Another is the sheer

increase in the size of populations, making larger markets
available.

The manufacturer having mastered the problems

of producing for a given market may have a relatively
simple task in increasing his production for a much larger
market, but his new problems of sales and distribution
are vastly more difficult and complex.

A third factor is

the tremendous increase in automation, on which at the
moment there don't seem to be any boundaries.

As a

consequence of this trend, it can be expected that the
majority of the American people will in the future be
occupied to a much greater degree in the distribution
business, and that the service professions and service
trades are going to be primary determinants of the
economic prosperity and growth of this country and the
means of its people's livelihood and satisfactions.

The

professions, trades and crafts engaged in distribution
can be expected to compete intensively with one another,
and it will be important that the the accounting profession
equip itself to be in an advantageous position by the time
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this competition reaches truly critical proportions.
By way of example in the consequences of this
trend, we may look at market research as an area that will
be critically affected by it.

As dynamic forces are

unleashed by the rise in populations and living standards
the world over, and as distribution gets more intricate
and competitive, a prime necessity will be market research
of unimpeachable quality.

We do not have good market

research in this country today, primarily because it is
in the hands of the advertising agencies, who are constitutionally unable to approach it objectively.

The

commission system governing the economics of the advertising
industry makes it most unlikely that an agency will discourage a manufacturer from promoting a new product.
Professional accountants are ideally constituted to take
over the function of market research in the coming years.
If they do not move into positions of leadership in this
field, some new class of advisers —

perhaps calling

themselves "economic counselors" -- is likely to emerge
to assume this responsibility, for it cannot successfully
be left in the hands of people hired to promote a new
product.
It is quite conceivable that, the accounting
profession lacking initiative, management consultants will
school themselves in the art of economic measurement to
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fill this vacuum.

They are not, however, the ideal ones

to do so, and they will succeed only if the opportunity
is left to them by default.

Management consultants do

not have the confidence of their clients that accountants
have to perform this function.

They have a difficulty

which accountants do not have in establishing the kind
of permanent relationship with a client necessary to
such confidence.

In addition to their lack of over-all

familiarity with their clients' affairs, management consultants also suffer from a "whiz-kid" psychology

—

trouble-shooters who are supposed to clear up difficulties
and then move on to something else.
The Rise of the Science or Art of Measurement
The great supporting services in the new
distribution economy of the 70's and 80's are likely to
be those centered on measurement.

Any limits to the

possibilities of automation, for example, are difficult
now to foresee.

Already it is taking a more important

role even in human relations, than anyone envisioned a
decade ago.

Thus the psychometrical techniques of testing

people's intelligence and abilities have grown enormously and are likely to continue to.

Indeed, the

importance of measurement in all our affairs is likely
to grow, if for no other reason than that errors of
measurement and of judgment due to faulty measurement
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tend to become more expensive.

It was once possible to

make a buggy, and if flaws showed up you could straighten
them out without great expense.

You might have had a

temporary loss, but you could recover it when corrections
were made.

Today, an automobile manufacturer can't afford

to make many mistakes if he wants to stay in business.
Recently a rocket had to be destroyed after launching,
because a hyphen was left out of the statistical computation and the missile went astray.

A fractional error on

a buggy axle made little difference; on a missile it makes
all the difference.
The accounting profession occupies the very center
of the field of business measurement.

Accounting is the

only discipline in the business world with the skill and
traditions of objectivity to provide the necessary tools
of measurement and to foster the development of those tools.
Management will not itself be able to procure and use these
tools and read the measurements from them.
upon confidential outside help —
pendent readings.

It will depend

objectivity —

for inde-

Nor is this kind of measurement service

likely to be required only by the great corporations.

We

see important areas of the country which have been vacated
by some of the large corporations, most of which probably
retained national accounting firms, and whose places have
been taken by a large number of small businesses, each of
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which may retain a different local accounting firm.

New

England is such an area, which once supported a relatively
few great textile companies which have been replaced by a
whole succession of new small enterprises employing just
a few hundred craftsmen making highly specialized products.
This refinement and specialization of the industrial process can be expected to continue, and the local practitioners
who service these small companies will have to be highly
competent, for they will be dealing with highly competent
people.

The concentration of doctors of philosophy among

the officers of corporations around the perimeter of Boston,
for example, is extraordinarily high, and they are accustomed to placing confidence in advisers of equal caliber
and technical reliability.
CPAs are well established in limited areas of
business measurement —

notably audits and taxes —

but

they are not well known outside of these specialties.
Their traditional field of auditing has created an image,
not only in the mind of the public but in the mind of the
profession itself, of exactitude and responsibility for
results which apparently involve no guess work.

The

profession has always shied away from making predictions.
Indeed the profession's ethics prohibit statements which
have even the appearance of prediction, so that a fear
has developed of areas involving probability rather than
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exactitude.
This apparent pursuit of exactitude has led to
some dangerous misunderstandings, both within and without
the profession.

Most thoughtful accountants would agree

that financial statements certified five years ago are
probably no more exact than projections for next year
would be.

They would acknowledge that many subjective

decisions were made in deciding how to report what happened
in 1957. and that the statements were not entirely accurate
even then.

The passing of time would undoubtedly reveal

that events had not worked out precisely as they had been
expected to in determining contingencies, for example.

The

simple fact that the reporting period has passed historically, and CPAs are able to give a formal opinion on it,
is in itself no guarantee that the report is any more
exact than a careful analysis of the future.

It is unrea-

sonable to sustain a prejudice against predictions based
upon probability techniques, when the same techniques of
probability and sampling are used for reports on the past.
What is implied with regard to the CPA' s function
in market research, however, is not wild prophecy culminating in recommendations to management on how it should
proceed.

What it involves rather is sitting down with

management and going over technically reliable data,
interpreted objectively by people who have no stake in
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the outcome of management's decision, to be used as an aid
to management in making its decision.
for the future —

or market research —

What measurement
needs today is not

so much new technique as new, disciplined attitude which
can be brought to it best by the accounting profession.
The statistical material needs to be dealt with by people
with the native caution of accountants, an attitude largely
lacking in the present custodians of the subject.
There seems no reason not to conceive of the
accounting profession as mastering the whole broadening
field of the measurement of financial and economic fact,
demonstrating as much competence with the probabilities
of the future as with the probabilities of the past.

CPAs

might well be the clearing houses of statistics and interrelate all available information systems, including
processing of data, evaluating estimates, and judging
which elements are dependable enough to be useful as basis
for managerial decisions.

In doing so, the CPA would

never make the mercantile Judgments of the entrepreneur,
for many of these involve intuition, calculated risks,
hunches and all those other mystical qualities that are
supposed to give our free enterprise system its zest.
There is no reason, however, why the CPA should not endeavor to minimize the risks of the entrepreneur by being
zealously anxious that his client have unimpeachable
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statistical and fact-appraising services in all areas, not
merely those measuring his performance but including also
those measuring his prospects.
When viewed in this light, there seems no reason
why the CPA, in making objective estimates of his client's
prospects, should in any way necessarily jeopardize his
objectivity in estimating past performance.

The CPAs

objectivity is protected by his restraint from participating
in his client's decisions or from profiting directly by
them.

More particularly, his objectivity is fortified by

the fact that it justifies his fee.

It is not unusual to

hear complaints of businessmen that their CPAs don't get
involved in enough of their affairs, and there is little
evidence that businessmen want their auditors to be
auditors and stay out of everything else.

The more usual

attitude is that, having proven himself a reliable auditor,
the CPA Is welcomed and trusted implicitly in as many areas
as he can be prevailed upon to interest himself.
Accounting and Public Opinion
While all of what has been dealt with above
intimately affects the profession's public relations, it
is reasonable to inquire how specifically it affects the
public's opinion of accounting.
It is doubtful whether there is any broad national
public opinion that concerns the accounting profession in
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the sense that there are strong national attitudes on
religion, politics, the World Series or some other subject
that cuts across all social and economic levels of society.
It is even doubtful that such broad popular opinion will
ever have great importance to the work of CPAs.

However,

the public is made up of many small segments, and there
are five or six of these that do concern CPAs, because
what these small publics think is likely to control the
growth of the profession.
ling it to a degree.

It probably already is control-

These segmented publics include the

financial community, the management levels of other aspects
of the business world, government, the academic community

—

including disciplines quite unrelated to those already
aware of accounting —

and certain segments of the world

of communications dealing with these particular publics.
These publics are not being ignored, and much progress has
been made in their understanding of the profession as it is.
But there is some question whether CPAs, collectively and
as individuals, are taking the affirmative actions necessary
to advance these publics' understanding of the capacities
of accounting outside of its traditional areas.
A number of limited purpose surveys, conducted
in the past by the Institute and other organizations, have
helped to test the public's opinion of the profession.

One

of these, made two years ago for Earl Newsom & Company, was
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concerned with the attitudes of presidents, vice presidents,
and controllers of companies appearing on the annual
Fortune list of 500, and of bankers.

This was a survey

in depth by sophisticated professionals who held extended
interviews with the respondents.

The outstanding general

finding of the survey was the very high regard in which
the accounting profession is held.

Instances of criticism

were remarkably rare in comparison with similar surveys
done of other professions and industries.
Yet criticism was not lacking.

In general, it

reflected a disappointment with the profession's lack of
initiative in giving advice and counsel in areas other
than audit and tax work for which the accounting firms
had been specifically retained.

Seventy-two per cent of

the businessmen interviewed criticized this tendency in
accountants, and 42 per cent said they should make more
recommendations and take less equivocal positions.

Several

respondents complained that their accountants did not call
them up often enough and check with them about their
affairs, their progress and their prospects, that they
completed the audit and left it at that.
Respondents frequently told of a desire to talk
with the CPA after the audit, to question him about any
misgivings he might have and to hear his recommendations
for what might be called "preventive accountancy."
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all too frequently they found him reluctant, even when invited, to go beyond the audit into a broad exploration of
their whole business operation.
This recurring criticism suggests the need for
an organized Institute effort, perhaps with the appointment
of a committee on the post-audit conference, to develop
techniques and habits, particularly among the younger members, to make more of the post-audit conference and to
stimulate consideration of post-audit conferences in the
schools of accounting.

Wider utilization by CPAs of such

counseling opportunities as the post-audit conference, far
from being presumptuous, would begin to fill a need
expressed by many clients and would give their auditors a
chance to reveal a genuine concern and interest in their
clients' affairs.
A recurring opinion among bankers, who also rated
the profession very highly, was that the accountants were
a bit shy —

that the profession seemed lacking in self-

confidence and tended to hold back rather than to push
itself forward.

Some bankers seemed almost to regret that,

in view of all the inviting opportunities for accountant's
services, CPAs seemed diffident and contained within their
own limitations.
One banker described the accountants as "too
inbred —

with fences around their daily activity."
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quote him further, "I have the impression the profession
has been derelict in some of its responsibilities —
much neutralism.

too

They ignore their civic and political

responsibilities, because they isolate themselves in
ivory towers.

They have vast powers to hold office in

local government.
and be vocal.

They should run for and hold office

Where they know of intellectual dishonesty,

they don't speak out against it."
Other bankers criticized the accountants for
"a tendency on the part of some to want to have a rule
for everything," and "they insist on being too technical;
they feel business decisions should follow auditing lines."
The findings of this survey seem to suggest that
business feels that the auditor mentality usually does not
lead to an awareness of opportunities to be creative.

It

suggests that the auditor's instinct is to dig deeply
behind the financial reports and put his opinion on them
with a sense of finality.

The correction of this attitude

is more likely to lie in education for the profession than
in any attempt to separate too rigidly the auditing, tax
and management service functions within the accounting
firm.

These functions do not separate neatly in the mind

of the client, and it has been demonstrated that the
management services for which most CPAs are qualified have
their origins in the audit he has first performed.
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case, there is considerable room for generalists in the
profession, and the firm that doesn't have enough good
ones may get into trouble.
It should give the profession some serious cause
for concern to realize that the business world generally
is still pervaded with the notion that certified public
accountants are concerned mostly with double-entry
bookkeeping and balance sheets —

that their function is

primarily technical, not professional.
The long-range outlook is for these technical
services to become a relatively minor part of the CPA's
work and opportunity.

If its destiny is to be realized,

the profession must be known as more than auditors and
tax advisers.

For such a limited reputation will not

attract the best minds to the profession, nor will it
engage the interest of the business world.
It is unlikely that the Institute can itself
do much about correcting this reputation.

It is going

to require individual efforts to get the word around that
the winds of change are blowing.

There is not enough

communication by the members of the profession with the
rest of the world.

What can be written or said by the

Institute to change people's ideas is far less effective
than what is revealed by the performance of members themselves.
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The studies of attitudes also show that, with
certain conspicuous exceptions, the accountants are not
sufficiently involved in the world outside of accounting.
There are few aspects of our national life to which they
bring their special competence and views, and they do not
participate enough in the national dialogue.

They were

not present, for example, at the hearings on the Trade
Expansion Act this year.
An analysis once done by Earl Newsom & Company
of the public speaking engagements of the partners of one
large national accounting firm showed that the overwhelming majority of them were before audiences of other
accountants.

These impressive efforts within the family

are not likely to have much bearing on the public's
attitude.

It is notable that some firms will send part-

ners to address meetings of accountants half way around
the world but cannot spare them to talk to groups of
lawyers and doctors within their own metropolitan communities.

Nor is the public much moved to change its

views if CPAs confine their speaking to accounting groups.
The accountants in some European countries are much more
gregarious groups outside their profession than they are
in this country.

There they often move around more freely

among other disciplines and other areas of activity.
The priority which accountants give to moving
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within their own circles is readily apparent to outsiders.
Accountants are observed to have a strong kinship for each
other and a preference for discussing mutual problems.
this they are in striking contrast with the lawyers.

In
When-

ever a group or committee on some matter of general policy
is formed, at whatever level of society and regardless of
its function or relationship to the law, lawyers are to be
found on it.

The majority of cabinet appointments have

always gone to lawyers, even in fields directly unrelated
to the law.

(There is no reason actually why any but the

Attorney General should be a lawyer.)
The publications of the profession may tend to
perpetuate outworn concepts of narrowness.

Technical

publications -- statements on auditing procedure and
accounting research bulletins —

are seen by bankers,

lawyers and corporate officials, who can be discouraged
by their very form and appearance.

The tone of the pro-

fession's literature is not the tone of a broad philosophical approach to problems.

It impresses people as

extremely narrow, meticulous, categorical.
Although It would be very difficult to alter
its character, professional literature need not perpetuate
the stereotyped image of the narrowly technical accountant.
The profession should be revealed more often as engaged in
intellectual exploration than as dealing with inflexible
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facts.

Even the profession's recruiting literature may

turn away more than it attracts.

The attention of the

right kind of young people is more likely to be won by
simply portraying some of the exciting intellectual
ventures of the profession than by the lavish literature
issued by some firms, which is illustrated and expensivelooking but does little to appeal to bright minds.

Some

of the Institute's recruiting films are not immune from
criticism on this score.

They have shown the CPA as a

kind of detective who rushes in and saves situations,
who is geared to a rather small body of concepts, and
lives happily like any other policeman, in a house in
the suburbs.
This body of recruiting literature can have
more effect on the profession's public relations than
broad exhortation of its membership.

The young people

now entering accounting will shape its future and adapt
the profession to the needs of tomorrow.

Accounting must

appeal to the best students in the best colleges, as the
law has learned to do, and money spent to accomplish this
is likely to be the most efficient use of the profession's
public relations resources.
There is room for a supplementary publication
of AICPA on a basis considerably broader than the established to meet the immediate needs of the membership.
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medical profession has now started one with a very broad
circulation among doctors, dealing not with medicine but
with historical, philosophic and literary matters oriented
towards the doctor, and it appears to have attracted wide
readership.

Inroads into the public opinion problem could

be made with a subscription publication, initially sponsored by the Institute on a modest scale, containing good
articles, for example, on the political implications of
the Common Market, rather than with the economic or
accounting aspects of it.

Such a publication might appeal

to the younger and more venturesome elements of the membership and weld them into an effective core within the
Institute.
The Accountant of the Future
The shape of things to come as sketched above
suggests something of the framework in which accounting
will function and gives a clue to the kind of people the
accountants of the future will have to be.
The maturity of the country as a whole will
undoubtedly be reflected in business life.
will pass away.

Many crudities

The hard pressed businessman of today

will be replaced by a more broadly educated man with
leisure.

When he turns to an outsider for advice, whether

it be to friends or consultants whom he retains, he will
seek people of general intellect whom he can respect.
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is not likely to want to talk to a man simply because he
commands the technical knowledge of accounting or statistics
or any other special area.

He will want to talk to whole

men, whose understanding spreads far beyond their specialties .
The need for outside consultants will be felt at
all levels of the economy.

Managers of less broad back-

ground are likely to seek a wider view through consultants.
It will no doubt continue to be true in many industries
and trades that the men who rise to the top will get there
by singleness of purpose.

Broad background will be even

more admired than it is today, but many will not be able
to afford the breadth they would like to have themselves.
They will pay certified public accountants and other
outsiders to give them the peripheral vision they need.
This need may be felt most strongly in the smaller
communities —

in the company towns where people live

with and talk only to others in the same company.

There

will be competition to win the confidence of management;
it is generally recognized that the more areas of mutual
interest in which one person can establish a relationship
with another, the more solid is that relationship and the
broader the confidence.
Such confidential relationships are likely to
lead the CPA into areas beyond those in which he has

319

- 27-

precise statistical materials.

He will be called on for

judgments based on his broad training and general awarenesses.

Non-evidentiary conversations with clients can

be expected to be informal and to develop out of the
client's general confidence.

These judgments are not

likely to be spelled out on paper nor will written
opinions be called for.

To help a client in need of

advice, the CPA will feel justified in lowering formal
barriers and departing a bit from his professional discipline.
We are entering an age when specialists will
have to learn to function less in the vacuum of their
own specialties.

Even now we see that the corporation

counsel who knows the law well but nothing else can get
his client into all kinds of trouble.

If he is to be

of use, he must know political and social trends, so that
he can anticipate the genesis of laws long before they
are made.
As the public sees accounting in such an age,
it will discover that it no longer appears to be a body
of tiresome detail, but is emerging as a stimulating
advisory profession.
To mold the accountant of the future, the profession would do better to look to a new generation and
to the schools, than to try to make itself over in new
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character.

The latter course holds out little hope and

calls for spending vast suras of money for small profit.
Education for accounting is the critical area where
accomplishment is possible.

The old heritage of a purely

technical education will have to be abandoned, along
with the invitation to correspondence study in advertisements in the Journal of Accountancy, for the simple reason
that you won't be able to gain clients by this route.
Medicine is now concerned that applicants to the medical
schools have a very catholic background of the collegiate
level.

At Yale they are now making it possible for law

school students simultaneously to take a degree of Master
of Arts in areas not having to do directly with the law.
Evidently, the legal profession finds that it needs
educated men equipped to see beyond the law.

At the

Graduate School of Business at Columbia, master's
degrees can be achieved simultaneously in business and
international affairs.

We must expect that accounting

will give up its position as the last profession to
educate only specialists.
There is no longer question in many minds that
a collegiate education is a necessary prerequisite for
the professional practice of accounting.

More open to

discussion is the kind of educational experience that
the college years will be required to provide.
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of the common body of knowledge for entrants to other
professions should shed some light on this problem.

It

will no doubt reveal a considerable need for mathematics,
familiarity with at least one foreign language, an
acquaintance with the sciences, a mastery of verbal skills,
a sense of history, and an ability to speculate thoughtfully as a consequence of some study in philosophy.
Once educated, the good student is going to
have to be attracted to accounting.

He is not likely to

want to plunge into a life of technical detail, but to
prefer those professions that invite intellectual exploration.

Accounting is still depicted constantly, however

necessary and agreeable it might be in many ways, as
dealing with final matters lacking outlet for speculation.
Accounting is taught in terms of "what is."

An approach

based primarily on memorizing the rules of accounting
procedure is not imaginative and, indeed, is scarcely
education at all.
Good young minds, impatient of the world
around them, are skeptical of large and highly compartmentalized organizations, where careers are marked out
by degrees on ladders.

They have seen some of the

penalties of bigness in terras of human values and selfdeterminism.

The accounting profession could have

tremendous appeal for restless minds, if they could but
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understand its intellectual challenges.

Many of these

people would find life attractive in the smaller communities of this country and in the opportunities of the
smaller accounting firms which help set the standards
of the community in all respects.
There seems little doubt that the environment
of the future will be a congenial one to accounting,
provided the profession sees clearly the changes required
of it and responds in time to meet the need.

If enough

CPAs recognize the opportunities that lie ahead and rise
to the occasion, accounting may well dominate the business advisory professions by 1975.

323

PROFILE OP THE PROFESSION:

1975

FROM THE VIEWPOINT OF A CORPORATE LAWYER

Long-Range Objectives, Committee:
Robert M. Trueblood, Chairman
Norton M. Bedford
Malcolm M. Devore
Clifford V. Heimbucher

NOTICE TO READERS
This paper is intended for the information
of state society committees and interested
members of the Institute. It is solely a
basis for discussion and does not present
the views of the members of the committee
on long-range objectives of the American
Institute of Certified Public Accountants.
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American Institute of Certified Public Accountants

The legal and accounting professions exhibit
a number of similarities and have a number of common
problems.

Both professions have a close connection

with industrial and corporate developments and problems.
Although the legal profession as a whole is much older
than the accounting profession that branch of it which
is most closely related is about the same age.

Both the

independent corporate lawyer and the independent public
accountant date from sometime in the latter part of the
nineteenth century.

A review of the course of develop-

ment of the legal profession, noting similarities and
dissimilarities to the accounting profession, can be
helpful in determining future trends and goals.

*In considering where the accounting profession wants
to be in 1975 the committee has consulted several
experts on the environment in which accounting is likely
to find itself at that time. One of these experts was
Mr. William Ward Foshay, partner in the law firm of
Sullivan & Cromwell, New York. His contribution to the
committee's thinking is the basis of this paper prepared by Clifford V. Heimbucher, a member of the
committee. The paper does not necessarily reflect the
views of the author or the committee.
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Both professions require ability in advising
business executives.

In addition, the legal profession

attracts persons who are able in adversary proceedings.
Both professions have similar problems of education at
professional schools, in the first years of practice,
and in continuing professional education after admittance
to practice.
The accounting profession has set up certain
standards and general principles which apply by and
large on a national scale, whereas lawyers must follow
the law of each state as well as a growing body of
federal law and increasingly the laws of other countries
and foreign aggregations such as the European Common
Market.

Accountants are in the position generally of

making their own law, that is to decide what should be
the generally accepted accounting principles; lawyers
must generally follow the law as it has been made by
others.
Education
In the educational process, the law schools
have a greater control of curriculum content than
professional accounting schools would appear to enjoy.
On the other hand, it appears that in other respects
accountants' professional associations have a closer
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and more direct effect on professional accounting schools
than bar associations have on law schools.
In general the law schools have gone to the
practitioners to build up their faculties to a greater
degree than have the accounting schools.

It appears that

there is a closer relationship, on the whole, between
teaching lawyers and practicing lawyers than between the
corresponding groups of accountants.
The justification for the autonomy law schools
exercise in establishing their curriculum for legal
education is found in the good results which have been
achieved.

This remains true even though changes in the

curriculum have occurred from time to time.

In the

early days of Harvard, for instance, Dean Pound had
emphasized teaching fundamental principles of law to
train students to think as lawyers rather than to fill
their minds with particular rules or cases.

Today the

curriculum includes more practical courses and specialized subjects.
The changes which have occurred have not
resulted from pressures from the organized bar, but
rather from re-examination of the problems by the
faculty of the law school itself.

One law school may

influence another law school, such as the influence of
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the Yale Law School in pioneering in combining economic
and social studies with the law.
Over the years the entrance requirements at all
schools have tended to become steeper.

It is no longer

possible to get into a good law school unless the student
can show a good academic record from a good undergraduate
college.
It takes a well rounded man to make a good
lawyer.

Pre-legal education is assumed to provide a

broad liberal base upon which a professional law training
can be built.

Therefore, in many respects it is prefer-

able not to emphasize studies, such as government, which
are closely associated with the law prior to coming to
law school.

Literature, languages or mathematics have

been deemed excellent preparation for law school.
Professional education at law school does not
suffer by being specialized since it is built on a broad
liberal pre-law education.

This sequence of following

a liberal arts education with a specialized professional
training has been deemed preferable to an integrated
system of pursuing both at the same time.

For one thing,

the professional school atmosphere adds greatly to the
sincerity of purpose of many students.
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the very nature of the subject often induces the student
to branch out into economic, social, political and other
aspects of the problem.

Thus, the professional training

is inevitably broader than the strict curriculum might
seem to suggest.

It may well be that this natural

branching out to broader aspects of a given problem
which is present in legal studies would not be present
in accounting subjects.

Thus, the integrated approach

may be preferable in an accounting school to give students
a broader education.

As a practical matter, the

integrated system for teaching law also seems to work
where it is employed.
Specialization within the law is discouraged
during law school because it is deemed that in the great
majority of cases specialization should wait until
engagement in actual practice.

Specialization acquired

too early may be left behind by changes in the practice
of law.
The same phenomenon of changes in specialization
and in breadth of practice after graduation faces the
professional accountant.

For example, the growth of

electronic data processing has thrust upon the accounting profession new educational requirements that could
not be adequately foreseen or provided for twenty years
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earlier.
effect.

Developments of this sort have an age leveling
Suddenly the man who has just completed his

formal education and entered the profession knows as much
or more about a new specialty or area of practice as the
man who has been in practice for many years.
Post-admission education for practicing lawyers
is conducted by organized institutes, such as the Practicing Law Institute in New York.

Law firms encourage

their young lawyers to take the courses offered by the
Institute, which are particularly valuable for understanding new aspects of the law, or specialized fields
which have not been covered at law school.

Such training

programs may be conducted for several days or for a whole
week or more,

Students come from all over the country.

Post-admission education programs are also
conducted by bar associations.

These are open forums

and panel discussions on current problems with speakers
representing different points of view.

Bar associations

also sponsor studies of legal problems through their
committees and published reports.
Generally speaking the educational standards
are higher in the legal profession than in the accounting profession.

This is particularly true in the

qualitative sense, that is in the broadness of the liberal
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arts base.

Broadening this base in the accounting pro-

fession is going to be important because the demands to
be put on the profession in the near future, certainly
by 1975, will call more and more for the well rounded
practitioner, the man who is familiar with and can hold
his own in allied and even unrelated fields as well as
in his specialty.
If the professional associations decide that
a certain common body of knowledge is necessary for the
highest qualifications in the profession it is inevitable
that the schools and universities will be influenced
and will broaden their curricula accordingly.

Generally

speaking, the broader the education offered and expected
of the professional man the greater is the attraction
of the profession to young men.
Recruitment
It is a fair assumption that the socio-economic
level from which accountants have recruited has been
considerably lower than that from which law firms have.
This may be a result in part, of the opportunity
which the accounting profession offered, through how-todo-it courses and the availability of near technician
type jobs, to those whose economic needs required that
they become self-supporting as quickly as possible.
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legal profession, on the other hand, through its long
history, respected position in society, and broad
educational base, attracted young men for other reasons
than that of immediate economic gain.
It would appear, therefore, that in addition
to broadening the educational base, the accounting
profession must bring about a general awareness that
the profession today is more than bookkeeping and
auditing and that the drudgery or pedestrian work is
being done more and more by machines.

Once the intel-

lectual challenge and breadth of practice of the
profession become widely known and accepted it may be
possible to create a greater attraction for young men.
Research
In the area of research the American Law
Institute undertakes studies of the law not only as it
is but as it should be, covering the whole subject or
field at a time, and publishing model codes and restatement of principles.
With respect to pure research, however, it
would appear that the accounting profession has organized
its efforts better than the legal profession.

Lawyers

do research on an ad hoc basis for the most part flowing
from individual client needs or by writing articles and
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reports on specific problems as they arise.

However,

legal research tends to be a voluntary, spontaneous
effort, whereas the accounting profession has developed
an organized staff form of research which the legal
profession might well consider.
Nature of the Firm
There is a strong feeling among lawyers that
the law firms should not exceed a certain size in order
not to lose the close personal relations with colleagues
with whom problems can be discussed.

It is felt that the

clients are entitled to an aggregation of talents and
services.
The larger New York firms number about one
hundred to one hundred twenty-five lawyers.

This is

deemed still small enough to retain the personal relationship factor.

Sullivan & Cromwell is just under one

hundred lawyers and is not anxious to grow in numbers.
Even with that size of a firm, it is necessary to have
divisional organization and to require some partners to
devote at least a part of their time to administration.
Within the firm, there are four principal
divisions:
(3)

(1)

tax, and

general corporate law,
(4)

(2)

litigation,

banking, trusts and estates.

These

general assignment areas are useful in handling the work
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of the office, but people are constantly changing from
the one to the other, and handling problems involving
other areas of the law.
With respect to the possibilities of incorporation, there is a strong professional feeling in the law
that the responsibility to clients should remain a
personal one.

It is probable that it will be a long

time before there will be a change in this general feeling among lawyers, even in view of the tax benefits to
be achieved by incorporation.

Even in the brokerage

business, incorporation has been shown to be a slow
process, since many of the older partners of brokerage
firms are reluctant to give up the partnership form.
It should be noted that laws in at least
fifteen states now make it possible for professionals
either to form a corporation for their practice, or to
establish an "association" which may be taxed as a
corporation.

Some of the new laws specifically provide

that professional personal relations with clients shall
continue and all personnel shall remain personally
liable for negligence or wrongful acts.

However, under

some laws, only the corporation appears to be liable
for the acts of employees other than professional
employees.

The advantages of such organizations include
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the right to deduct as business expenses such things as
group insurance, qualified pension and profit-sharing
plans, and medical care coverage.
Of course, there are certain disadvantages,
such as double taxation of income retained by the corporation beyond the year to which it is received, and
there may be difficulties concerning the reasonableness
of salaries paid, or the reasonableness of accumulations
of earnings, and the danger of imposition of personal
holding company penalty taxes.

Furthermore, the pro-

fessional corporation may become subject to state
corporation taxes, and workmen's compensation and
unemployment laws.
Nature of Practice
There is some interchange between the practicing lawyer and the academic lawyer.

It occurs when

practitioners become professors or vice versa.

This

interchange between practitioners and academicians
results in bringing to each camp some of the attitudes
and views of the other.
There is also an interchange between the
private practitioner and the lawyer in public service.
Some lawyers feel that younger practitioners should
devote some limited time to government service.
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the only way that the government can have the services
of the high calibre of professional men which the government needs.

Further, experience in government work may

be helpful to the lawyer or to his law firm later on.
However, leaves of absence for government
service are difficult to arrange.

The interruptions

they involve naturally create problems for the firm.

In

addition, they can be detrimental to the interests of
young lawyers in advancement to partnership status.
Professional Literature
Professional literature for accountants is
published primarily by the American Institute of Certified
Public Accountants or the American Accounting Association,
except for some publications by accounting firms.

There

is no university presently publishing in the accounting
field although it is understood that the University of
Chicago is planning to do so.
The legal profession has witnessed an amazingly successful development of the law school review
or journal, not only as an educational medium, but as
a great influence in the development of the law.

The

courts increasingly cite the views of writers in the
law reviews in support of their opinions on actual cases.
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This influence of the law review article requires that
it be completely objective and entirely free of the
adversary nature which is natural in the practice of
the law.
Thus, it would not be adequate for a law firm
to publish similar articles which would have the taint
of coming from a partisan source.

Furthermore, law

firms are too busy with their day to day work to publish
law reviews, although individual practitioners do publish
articles from time to time in the field of their interest.
Students are induced to work on the university
law reviews because it is made the highest honor obtainable at law school.

To some extent these law reviews

are subsidized by the law schools.

There is some dupli-

cation of subject matter by the different law reviews
but, generally speaking, attempts are made to avoid this.
In addition, there are legal publications by
the American Bar Association Foundation and the American
Law Institute of the results of their legal research.
The American Bar Association Foundation has raised funds
for the study of simplified model corporate indentures
and mortgages, as well as such esoteric fields as "space"
law.

The American Law Institute is always working on

one or more restatements of the law, not only as it is
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but as it should be where cases are confused or no law
has yet been established.
Professional Specialization
Some fields of law have become specialized,
such as patent or admiralty law.

To these fields certain

firms have devoted their attention, and firms with a general practice would normally call on them for cases in
such fields.

Of course, within the general practice of

the firm itself, there are specialties in tax and estate
tax and litigation.

It is very difficult for a man to

become a good litigator without spending his time fully
at it.
However, it appears that law firms are not
specializing further than they have already.

Clients

expect lawyers to be able to handle general problems.
In addition there is the problem of attracting
new lawyers.

Young lawyers are not anxious to find

themselves trained in a highly specialized field which
might become a dead end.

This is a prime reason for

not emphasizing specialization in practice.
People talk about new areas of specialization
such as antitrust law, but it would seem highly unlikely
that there would be further compartmentalization of this
field as a separate entity since it requires such a
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general experience for a man to give sound advice on basic
corporate practices and policies.

Furthermore, lawyers

have a feeling that when you have handled a new problem
once, you are regarded as an authority in it.

Although

historically speaking, the law profession has gone through
a movement toward specialization, the demands of the
profession and of clients are requiring that lawyers make
sure they do not overspecialize, that they stay abreast
of what is happening in many fields of law.
One factor which operates to restrict the tendency toward specialization in law, and probably also in
accounting, is the personal nature of professional
services.

A client who has developed personal confidence

in a lawyer or accountant expects him to be able to advise,
at least in the broad overall initial consideration of a
problem, in any area falling within any field of his
profession.
In the tax field lawyers come into close contact
with accountants.

There have proved to be considerable

differences in approach to a number of tax questions, but
at least in the field of corporate and business accounting
cooperation has developed.
very close cooperation.

In the SEC area there has been

Most of the conflict between

lawyers and accountants stems from advice given by account-
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ants with small practice operations, whereas the larger
accounting firms do not seem to become involved in litigation over unauthorized practice of law.

The bar associa-

tions would normally be satisfied in any case where the
organized accounting profession took action to discipline
the accountant involved.
Professional Ethics of Bar Association
The bar associations across the country have a
disciplinary function in combination with the appropriate
courts with respect to members of the legal profession.
The system depends upon the voluntary work of bar associations to investigate cases and recommend action pursuant
to the Canons of Ethics which are quite broad and leave
much to the field of interpretation.
Specifically, the Association of the Bar of
the City of New York has a professional ethics committee,
the function of which is to prevent unethical practices
by advising lawyers on what is the correct course of
procedure.

Lawyers write or call persons on the

committee to receive advice.

The committee of perhaps

20 lawyers shares the work of answering inquiries and
clearing them with other members of the committee at
the monthly meetings or sooner if necessary.

To handle

urgent cases there is a subcommittee which can act by
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mutual consultation as quickly as required.
A great body of precedent has been developed
over the years with respect to legal ethics not only
with the New York City Bar but also through the ethics
committees of the American Bar and all of the other
local bar associations.

The basic principles and more

important precedents have been collected and analyzed
in Mr. Drinker's book Legal Ethics.

The New York City

Bar Association produces monthly publications, articles,
committee reports that contain current interpretations.
There is also another committee, the Grievance
Committee of the New York City Bar Association which
handles complaints.

It is one of the most important

organizations in the legal profession because it deals
with the right of practitioners to practice their profession.

This committee in New York also numbers about

20 members who divide the work but it is not organized
into subcommittees.

The grievance committee operates

through panels of about 5 members of which 3 make a
quorum.

The volume of work is such that each of these

panels meets on a specific day every week, one on Mondays, the second on Tuesdays, etc.

The function of each

panel is to hear the complaints brought to them that day.
Complaints may come first to the paid staff,
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which consists of several lawyers and secretarial help and
which will refer the case to the panel.

The staff keeps a

card file on all complaints, on all clients and on all
lawyers.

The staff members investigate the details.

Most

complaints are worked out and settled because they involve
very minor questions; many are brought by disgruntled
clients who may be being unfair to their lawyer.
However, where a particular lawyer has a particular
record piled up against him or where there is some serious
infraction, the case goes to the panel as presented by one
of the staff lawyers.

The lawyer involved can defend him-

self or can be represented by other counsel, witnesses are
heard, and the hearing proceeds very much like a trial,
even to the extent of calling witnesses.

The panel may

hear several cases in a day, or it may hear the same case
on the day it sits week after week.
The function of the panel is analagous to that
of the grand jury, with the specific duty to recommend to
the Executive Committee of the New York City Bar Association whether or not the case should be sent to the courts.
In New York City, if the case goes to the courts, it is
sent to the Appellate Division.
If the panel decides that the case should not
go to the courts, the panel itself will issue the censure
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or determine the corrective action which is required.
That will close the record of the case.
If the panel decides the case should be sent
to the Appellate Division, it will set forth its reasons
in its recommendations to the Executive Committee, which
reviews the recommendations and the reasons for sending
it to the court.

There are very few instances where the

panel's recommendation to prosecute is not followed.
At the Appellate Division the prosecutor of the
case is the District Attorney.

The court can issue three

penalties, from censure to suspension, or even disbarment.
Suspension can be for any period the court decides, either
6 months or several years.

As a practical matter, if the

court orders disbarment, the man involved can never
practice law again because such decisions are almost
never reversed upon subsequent review or appeal.
In New York it is possible for a lawyer to be
admitted to the bar and to be in practice but to not
belong to any bar association.
in some respects like a club.

The bar association is
In some other states they

have integrated the bar and the bar association.

In New

York the bar association is on a voluntary basis as is
the American Bar Association.

A lawyer must pick and

choose the ones he wants to work with and the ones he
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does not.

Some leading lawyers have joined the leading

bar associations.

However, the firms try to encourage

young people to join and to gradually take part in local
and national bar association activities.
It has not been possible to integrate national
and local bar associations.

There is very strong pro-

fessional feeling against it since each bar association
has a distinctive character.

The principal connections

between national and local bar associations are the personal connections between the relative committees who
know and speak with each other and who read each other's
publications.

The bar associations all exchange litera-

ture and their executive secretaries meet regularly.
The development of professional ethics or
preventive ethics, has not come from outside pressure
but through the voluntary work of lawyers and bar
associations.
Government and Administrative Agencies
The professional knowledge and skill of both
lawyers and accountants is assumed to include dealing
with the government and administrative agencies.

There

is an increasing need for administrative agencies in
connection with the increasing coordination and regulation by government of various problems in the economy
and society.

Administrative agencies are quasi-judicial
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as well as administrative, that is, they not only regulate,
but many of them also prosecute.

Accountants and lawyers

must guide their clients through the maze of regulations
and problems that are raised by this situation.
Both accountants and lawyers found it necessary
to reach understandings to operate with personnel and
procedure of the administrative agencies.

Usually the

agency will start off in its early years with a number of
very able people, often with some crusading spirit.

Sub-

sequently the agency may tend to become more bureaucratic
and set in its ways.

These changes in approach by an

agency must be handled by the accountant or the lawyer,
particularly as the administrative procedure becomes more
sterotyped and more governed by precedent.
In general, there is a great and growing necessity
for producing data, statistics, financial statements, etc.
in connection with the administrative agency proceedings.
This need for statistics is particularly clear in the
antitrust area and there is a great need for accountants
to devise methods of producing these statistics.

Further-

more, statistics are needed to achieve a better balance
between the economic concept of an efficient unit and the
antitrust concept opposed to bigness.

There is a great

need for better measurements which creates an opportunity
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for accountants.

The lawyers need these statistics to

defend their clients and to demonstrate the realistic
economic situation.
The increasing foreign competition and developments such as the European Common Market are going to
require increased efficiency by American companies.

This

may require changes of antitrust policies and ways to
show which changes are advisable in terms of statistics
developed from finance reports of corporations and such
other sources where accountants act as advisers.
With respect to labor negotiations and the
problem of union demands, there is a great need for a
factual basis on which to negotiate.

At the present time

conflicting statistics are cited by both sides, which
inhibits settlement of disputes.

Accountants might

consider possibilities of devising accepted methods of
accounting to operate as a basis of settlement for such
union disputes.

Companies operating in the European

Common Market countries which are developing their
economies to a situation where they have full employment and rising wages will find similar problems.
American accountants can look forward to
increasing need to give the benefit of their experience
to foreign accountants.

There is a great need to
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standardize financial reporting by foreign companies.
Most foreign companies do not have the same experience
in reporting that is customary here.

Foreign companies

which raise money in the United States must meet minimum
SEC accounting standards, and sometimes have had to
change their entire financial reporting system as a
result.

Similarly, foreign companies whose stock is sold

on the stock exchange will have to meet with stock exchange accounting requirements.
Similar developments have happened in the law,
and law firms are opening foreign branch offices to be
part of the developing law.

These developments are coming

faster than people had thought.
Federal v. State Authority
One of the particularly awkward problems for
accountants is the need for being qualified professionally
in each specific state although corporate clients are
doing interstate business.

Similarly, the regulations

on securities and taxes in each state cause all kinds of
problems for accountants as well as lawyers.

These could

be simplified if more uniformity on a national basis
could be achieved.

In the past the inadequacies of state

regulation and the lack of uniformity in the securities
field have been primarily responsible for the development
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of federal regulation.

Lawyers are still trying to create

uniform state blue sky laws, a development which has made
great progress recently.
Lawyers have found it easier than it used to be
to practice in other states on motion or invitation.
Accounting practice requirements seem to be more formalized in each state and presumably a change in the direction
of greater liberality would be worth promoting.
However, the importance of state regulation and
the decentralization to Federalism should not be underestimated.

The prediction made some years ago that the

national government would take over state functions has
not occurred, and in fact in many respects the states
have more than held their own.

The accounting profession

has prepared a model act for regulating the practice of
accounting.

However, this act which was published only

a few years ago has not yet been enacted to any great
extent.

Portions of the act which are receiving notice

are those raising standards of education and dealing
with the interstate recognition of state licensing requirements.

The uniform examination for accounting is

an accomplished fact.
Accountants do not have the problem that lawyers
have of dealing with very different laws in each state,
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except with respect to state tax laws.

There is less

reason, therefore, why they should be restricted on a
state basis, as is borne out by the fact that checking
of unauthorized practice is not very systematic or
complete.
Liability
Lawyers and accountants are held to high
professional standards, but there are probably more
incidents of disputes in the case of accountants since
there is more day-to-day reliance on accountants' written
statements.

There may be too many settlements merely to

avoid litigation.

In the legal profession, and presumably

in the accounting profession also, the consequences are
becoming more and more severe because the damage to the
reputation of the firm usually is greater than the financial damages.

This is particularly true with lawyers;

while a lawyer may not be wrong often, if he is, he may
well be out of business.
Insurance has been increasingly relied upon by
accountants and lawyers, in spite of their reluctance to
admit it was necessary to have that sort of protection.
Law firms have even worked out the methods whereby
settlements could be arrived at by impartial arbitration
without entailing any publicity that liability had been
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established.

The liability problem increases as the size

of the firm increases because of the increasing reliance
upon the associates and staff.
Accountants find that surety companies and
salvage departments usually attack the accountants because they know they can usually get a settlement to
avoid the lethal effects of publicity.

Of course, where

the client company is contributorily negligent, or there
has been fraud on the part of its personnel, an accountant would have a counter action in a case against him
brought on the grounds of not having detected improprieties.

There have been cases where accountants have

recommended that certain steps be taken to improve
internal controls of the client, and where after they
had not been taken and the accountants discover that
improprieties have occurred as a result, the accountants
nevertheless get sued by the client.
There could be a statute limiting liability in
such cases.

However, political difficulties in enacting

a statute limiting liability would be immense and would
raise many differences and conflicting interests.

In

lieu of a statute the accounting profession might consider a statement of standards of liability like the
model codes of the American Law Institute setting forth
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generally accepted legal principles.

The best method of

fighting against imposition of liability is to refuse to
settle and to fight cases in the courts.
Taxation
There is great waste in having lawyers and
accountants spending their time to find loopholes in the
tax structure while other lawyers and accountants working
for the government try to plug those loopholes.

Therefore,

it is imperative that the tax structure be simplified for
efficiency sake.

Accountants could do research and make

studies for submission to the legislators.
Privileged Communications
There is a sentiment among the accountants that
they ought to have privileged communications.

In a few

states they have obtained this, but the Internal Revenue
Service refuses to recognize the privilege and the federal
courts support the federal viewpoint.
Many accountants also feel that it would not be
a good thing to have privileged communications for accountants.

The reason for wishing to avoid privileged

communications is that the independent public accountant
has an independent status which might be jeopardized if
his client were able to reveal things to him which he was
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not at liberty to divulge or if his advice were confidential.

If the client has facts to talk about which he does

not wish divulged, he should bring them to the lawyer who
may have to defend him rather than to someone who should
be determining from an independent position the public
report of such client.
It may be that there should be a definition made
between voluntary disclosure to an accountant and chance
discovery by the accountant in the course of his investigation.

If the accountant had a privilege he could simply

claim his privilege if asked about papers which were not
germane to the course of his investigation.

It is nec-

essary to improve the law to encourage freedom of
inspection without the fear of having to make disclosure
about accidental discoveries not related to the inspection.
The experience of the legal profession with
respect to client privilege as compared to the duty of the
lawyer to disclose facts as an officer of the court to
prevent crimes being committed could be helpful to the
accounting profession in formulating the appropriate
guide lines and standards.

An authoritative report and

proposed code of ethics might have an influence at least
in litigation when the issue arose.
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Advising Corporate Management
Corporate management is spending more and more
of its time in answering stockholder questions and informing stockholders and the general public.

This requires

better methods of making financial and other information
about the corporation more understandable and informative
to laymen.

More information is being made available prior

to proxy solicitation and there are more reports on meetings after they have taken place.
Similarly, today corporate management will answer
each stockholder's letter with a considered answer, no
longer a brush-off, and will normally open their doors to
financial analysts.

Also, the minority stockholders them-

selves can be heard effectively, and, if they are dissatisfied, there may be proxy fights and even minority stockholder
suits.
Furthermore, corporations are undertaking broader
responsibilities in our society.

Corporate managements

are recognizing the desirability of supporting education
and research by private institutions, at least in the
corporations field of operations.
Corporate financial reporting has improved and
is being presented in a more understandable way, thanks to
the work of the accountants, and the form of the accountant's

353

-30-

certificate has been improved.

Since there are constantly

new schedules and figures which must be produced, corporations often have to reorganize their whole system of
reporting and collecting financial information, while at
the same time trying to simplify their reports.
In the area of new corporate financings and public
stock sales, particularly those registered under the
Securities Act of 1933, the independent accountant and
lawyer have separate but comparable functions vital to the
interest of their respective clients.

Currently the account-

ants appear again to be reviewing the forms of their socalled "comfort" letters, and this appears largely to be
a result of the dramatic increase in financings of a
speculative nature over the last few years.

It is unfor-

tunate that the accountants for this reason should be
thinking of upsetting forms and practices now of long
standing, and the intra-professional differences which
are understood to have developed are even more subject
to criticism.

It is hoped that this can be promptly

resolved on a basis satisfactory to all.
Management Services
There is a newer service area for accountants
which is generally described as management services or
management advisory services, particularly in establishing
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financial controls and evaluating how they work.

The

question arises whether accountants can perform this
function because of their role as independent investigators.

However, as long as demand for services is

characterized as being advisory or incidental aid, it
would appear that they are quite proper since they
enable the independent investigation function to be
performed more easily.
The accounting function is closely related to
management counseling and tax return preparation.

If

accountants by each function separate the amounts charged
on their bills, it will be easier for critics to claim
that they operate on both sides of the fence and that
they are not wholly independent.

It would seem prefer-

able to emphasize that the functions are all part of an
integrated service.
Of course, the accountant should not permit
himself to be employed by the client on a regular basis.
He should always maintain the status of an independent
advisor.

This should not prevent the accountant from

performing advisory service with respect to budgeting,
and other management problems related to the accounting
and financial reporting function.
The accountant will be needed to review figures
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of various corporations but should not permit himself
to be placed in the position of making market forecasts.
The latter is the job for the management consultant.
Thus, an accountant should not advise a client as to
whether or not to purchase another company, but there
is nothing wrong with his examining the other company
and producing a report for the information of his client
in making such a decision.
In general, the independence of the accountant
is the same as the integrity of every professional person
which must be maintained independently of his client's
wishes.

The time comes when a lawyer may feel it nec-

essary to terminate representation of a client because
he is not prepared to accept a client's approach to a
problem or the client is unwilling to take his advice
in a crucial area.
The accountant can quite properly hold himself
out as performing not only the attestation function for
financial reports but also the function of advising
clients in establishing systems that are related to
financial reporting.
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PROFILE OP THE PROFESSION:

1975

INTERNATIONAL DEVELOPMENT*
Long-Range Objectives Committee, 1962-63
American Institute of Certified Public Accountants

The Long-Range Objectives Committee is particularly
concerned with the impact of international developments on
the accounting profession in 1975 in this country, as well
as in other parts of the world.

Desirable as it might be,

the committee has regarded it impracticable to secure the
views of professional representatives or for that matter,
from businessmen or educators in the various countries
outside the United States.

This paper, accordingly,

includes and refers to observations of a limited group

*In considering where the accounting profession wants to
be in 1975. the committee met with a panel of prominent
and accomplished accountants from overseas. This panel
included: Rogerio Casas-Alatriste (Mexico), J. A.
Kraayenhof (Holland), Sir William Lawson (England),
N. R. Mody (India), and Washington SyCip (Philippine
Islands). The panel's contribution to the committee's
thinking is the basis of this paper prepared by Robert
M. Trueblood, chairman of the committee. The paper does
not necessarily reflect the views of the author or of
the committee.
The chairman of the committee also considered certain
aspects of the international professional problem in
another small discussion group at the Eighth International Congress of Accountants. In this group, the
following representatives from overseas participated:
Godfrey B. Judd (England), Louis Verhaegen (Belgium),
Cecil W. Hodges (Kenya), and Mumtaz Mirza (Pakistan).
To the extent that observations of these accountants
were pertinent to the broad view of international
development, comments and attitudes of these individuals are also included in this working paper.
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of accountants from countries in different regions of the
world.
The editorial approach to this working paper
has been to record the observations of the individuals
who appeared before the committee, and of the committee
members themselves, at a formal meeting which was held
in New York during the Eighth International Congress.

It

would be unfair to say that a consensus was reached by
the group on either problem definition or possible solutions.

Rather, the purpose of this working paper is to

set forth a series of considerations, observations, and
comments which may serve to stimulate the thinking of
the committee members, as well as other readers.
The subject of the international development of
the accounting profession is discussed under the following
major topics:
ECONOMIC AND POLITICAL CONSIDERATIONS
Mexico and Latin America
England
United States
Philippines and the Par East
INTERNATIONAL EXCHANGE OP PROFESSIONAL COMPETENCE
STATUTORY AND QUALIFICATION CONSIDERATIONS
SPECIALIZATION
JURISDICTION
USA AND UK AFFILIATIONS ABROAD
CONFORMITY OF STANDARDS
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ECONOMIC AND POLITICAL CONSIDERATIONS
Mexico and Latin America
Significant economic growth is predicted in
Mexico, and this prediction presumably extends to the
entire Latin American area.

During the last six to ten

years, the growth factor in industry in Mexico has
largely resulted from the efforts of government.

However

the expected economic growth is not only a case of big
business becoming bigger.

It is also expected that there

will continuously be more new business and industries
developing in this geographic segment.

The profit expect

ations and realizations of industry have been increasing,
and there has been a general tendency toward much more
industrialization of the country.

Accordingly, a con-

siderable growth in the numbers of people interested in
business may be expected.
The truly nationalized industries in Mexico,
which are wholly-owned by the government, have government
auditors rather than independent public accountants.
Some of the industries in Mexico which are partly owned
by the government do, however, have external independent
auditors.

This situation may generally be regarded as

typical of the Latin American area.

Thus, as a conse-

quence of the increasing interest in business (both large
and small), many more people in the Latin American area

360

- 4 -

will become interested in the accounting field.

And this

will lead to a greater than usual growth in the demand
for professional services in Mexico and Latin America.
England
The rate of economic growth in the UK has been
comparable to that in the USA, where the bogey is about
and realization is something less (closer to 3%).
In the future there may be in the UK a fairly
substantial change in the control of monopolies, as compared with the present controls.

The Labor Party is still

committed to the socialization of industry.

In the UK,

electricity, gas, railroads, and docks are presently
nationalized.

The Labor Government would extend such

nationalization to other industries.

However, whether

or not Labor regains control in the government, there are
apt to be certain limitations on the giant industries.
It was indicated that the Conservative Government may well do something more in the direction of control
of monopolies than has been accomplished to this time.
There is presently a "monopoly commission."

If a single

company owns or controls more than one-third of an industry,
this commission may take action.

But to this time, such

action has not been significant and the commission itself
has worked slowly.

This monopoly commission does, over

time, perform a number of studies, and issues recommenda-
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tions both to industry and to labor.

The objective of

the commission's operation is to attempt to determine an
optimum growth rate, industry by industry.

As a part of

this process, statistics are collected on a comparable
basis with other industries.

This procedure could bring

about a demand for more uniformity in accounting.
Government planning, in the economic sense, is
not at the present time enforceable in the UK.

But the

government can if it wishes exercise very considerable
influence through the nationalization of industry.
The economic future of the UK is going to be
very much affected by her relationship to countries of
the Common Market.

At the time of the panel's meeting,

it was predicted that England would probably come to an
ultimate decision to join.

Recent events and circumstances

have probably only complicated the economic relationship
of the UK with the continental group.
Nationalized industry may be defined as an
industry which is directly owned by the state.

There

are, in addition, important companies and major segments
of an industry which are not directly owned by the state
but, because of national and economic interests, the
government may have some stock ownership and may have a
few representatives serving on the board of directors.
Under the Companies Act, all public companies
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are audited and are required to be audited, whereas this
is not automatically the case in the USA.

Private com-

panies in England may have an independent auditor, but
it is not a requirement.
The important point to the profession is that
even in the case of nationalized industry the private
sector still performs the audit.

This may be distinguished

from what may have come to be something of a precedent for
government auditing in the case of government ownership in
the USA.

Interestingly, the financial results of national-

ized industries are published for the information of the
public, including certificates of audit issued by the
private sector.
The success of the profession in the UK in keeping audits in private accounting hands is due largely to
the excellent relations which outstanding members of the
accounting profession have had with the government in
England.

Historically, development could have gone the

other way —

with increasing audit activity on the part

of the government.

However, in the UK audit activities

have been kept in private hands by the profession's
serving the government in an advisory capacity on commissions and official government committees of one sort
or another.

In the UK commissions are being appointed

constantly for various studies and the commissions usually
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include at least one chartered accountant.

This has been

true of commissions dealing with problems of centralization
and decentralization, industry by industry.

And the Civil

Service Commission has always looked to the accounting
profession for advisory service (more than to lawyers).
This trend is, of course, the reverse in the USA.
In addition to serving as advisors, chartered
accountants are also included in Civil Service groups

—

there being, for example, a District Auditing Division.
There are presently about ten chartered accountants in
Parliament, and one Cabinet member is a CA.

Apparently

this is not a new development, since during the past 25
years there have always been chartered accountants both
in Parliament and on royal commissions.

Such important

representations apparently result largely from the reputation of the individual, as distinguished from the
influence or cooperation of professional organizations in
England.

United States
There is probably more nationalization in the
USA than may generally be realized.
example in the utility industry.

TVA is an obvious

To this time, the pre-

sumption has been that immediately following the
nationalization of an industry in the USA (or the establishment of a nationalized operation in any part of the
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economy), the audit function is taken over by the government, usually by the General Accounting Office.
Philippines and the Par East
It is difficult to generalize on the matter of
whether free enterprise will be maintained in the Asiatic
area, or whether there will be further trends in the
direction of communism or classical socialism.

In certain

areas private enterprise is very strong, but it tends to
be somewhat concentrated in particular regions.

There

continues to be a strong emphasis on private enterprise
in Japan.

However, in Ceylon, Burma, India, and Indonesia

the government is more and more getting into business
enterprise.
There are two conflicting economic factors at
work in many of the Asiatic areas:

a rapidly declining

death rate with a corresponding population growth, and a
generally inadequate rate of capital accumulation.
The introduction of Western influence in many
of these countries has brought about a decline in the
death rate, which means that the rate of population growth
is faster than it would otherwise be.

Whereas in the

United States the population increase may be about 4% per
annum, the Philippine population growth is estimated at
about 6% a year.

This means that there is economic

pressure for the country to grow faster.
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As the population growth factor increases, these
countries become impatient for economic growth.

Since the

private sector, as such, has not experienced pace-keeping
profit or capital accumulations, government tends to
become the logical supplier of funds and credit.

But if

these governments go into industrial activities, there is
not yet an adequate civil service developed to handle the
new enterprises.

The government is in many senses less

well equipped to handle the problems of new industry than
would be the case with private industry if the capital
accumulation were available.
In the particular case of the Philippines, exchange controls have been removed after a history of 13
years of strict controls.

In this sense, the economy of

the Philippines is becoming more free.

And in the short

experience without exchange controls, capital reserves
have gone up and the economy is improving.

However,

private enterprise in the Islands lacks managerial skills
and this acts as a brake on expansion.

Industrial growth

is forced, therefore, to be gradual.
Because of the economic growth of these regions
the accounting profession cannot and should not be
restricted to activities which have historically been welldefined areas of practice in the UK and USA.

There are

in the UK and USA more specialized institutions to carry
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out certain functions which must be performed in an expanding economy.

For example, there is no equivalent of the

investment banker in the Asian-Pacific area.

Industry in

these areas tends, therefore, to look to the CPA to render
this type of service.

Limitation or exclusion of the CPA's

right to practice in such "areas of void" in the Far East
would limit the professional accountant in spheres of
activity which are not completely unnatural to him.
Advancement of women in the profession has
developed considerably in the Philippines, as compared
with a lack of recognition of women in the profession in
the UK and USA.

In the Islands, there seem to be no

limitations on where a lady auditor may go.
Considerable growth in accounting and auditing
services is predicted in the Far East over the next three
to five years, at least in the case of the Philippines,
Thailand, and Singapore.

INTERNATIONAL EXCHANGE OF PROFESSIONAL COMPETENCE
The accounting field in newly developed countries
was likened to the field of medicine in the early history
of the USA.

During the period of most rapid expansion

when enough qualified practitioners are not available, the
deficiency tends to be filled by unqualified persons.
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In the newly developing countries, there is a
need for qualified instructors to train accountants in both
theory and practice.

There is also a need for the more

easily supplied things, such as textbooks and literature.
It has been suggested in investigations of the
Long-Range Objectives Committee that, because of the lack
of broadly trained professionals in many overseas countries,
CPAs in the USA might experience demands for the export of
expert accounting talent.

Historically, Scotland and

England exported professionals and professional expertise
to the USA in the early days of the profession here.
The consensus seems to be that the direct export
of professionals by the USA might not be accomplished for
a number of reasons.

At the same time, there seems to be

rather complete acceptance that the USA may well become
involved in the export of accounting expertise, as distinguished from the export of professional accounting
personnel.
The reason that professionals would not be
exported is not necessarily due to lack of desire by USA
accountants, but rather to the attitudes of nationals in
the country involved.

In the Philippines, for example,

there might be a strong resentment to USA professionals
practicing in the Islands.

This attitude goes back to the

pre-war days when most of the practice in the Orient was
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performed by British CAs, and there were significant
limitations as to how far the Philippine national could
go in the profession —

regardless of his training.

Resentment on the part of a strong minority of practicing
accountants remains because these practicing accountants
remember that in the early days they could achieve nothing
more than senior status in any of the British firms.

As

a consequence, those early, well-trained, national professionals have started out on their own.

They feel that

they were not given a chance in their own country, so why
should they now encourage giving a professional opportunity
to outsiders?
It is possible that the Philippine attitude
might sooner or later come to Hong Kong.

There are presently

two major accounting firms from the UK in Hong Kong, neither
having partners native to the country.

Accordingly, pro-

fessionals of Chinese background in Hong Kong may feel much
the same way as Philippine nationals.
A greater interchange of professionals from
country to country may change the attitude of some nationals
with respect to the import of professional services.

The

historical trend, at least in the case of many countries,
seems to be the reverse of the importation of professionals
from the UK or the USA.

The nationals have gone to the

UK and, to some extent to the USA, for training.
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nationals then return to educate other nationals.
Possibly another efficient training method would
be for professionals in the UK or USA to go overseas on a
teaching, education, practicing-together program.

This

suggestion was made on the basis that a greater exposure
and a greater educational influence could be accomplished
by this method.

This would coincide with the experience

in the latter part of the 19th century and the early part
of the 20th, when UK professionals did in fact come to the
USA to establish their influence and to develop the profession directly in the USA.

However, as mentioned above, the

exportation of USA and UK professionals is in large part a
reversal of current experience in these nations.
It was suggested that if more effort were made
by American accounting firms to send people on exchange
programs, USA professionals might find more acceptance in
other countries.

In England, Scotland, and Holland, for

example, young professionals are accustomed to being sent
out for training.
the USA.

But this seems not to be the case in

When USA professionals are sent out for training,

they typically spend only a very short period abroad.
Probably the difference in living standards in the USA
makes people from this country hesitate to emigrate for
any significant period of time.
on a temporary-current basis.

USA emigres find themselves

They don't colonize.
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don't really emigrate.

The broader social values of

emigration and interchange between countries should be
emphasized.
If the language barrier could be overcome, the
Peace Corps was suggested as a possible vehicle for supplying accounting instructors in the newly developed countries.
Or the teaching of accounting and auditing in overseas
areas could well be a rewarding experience and professional
opportunity for qualified retired USA practitioners.
A good deal has been suggested above concerning
the training of accountants in their own countries.

And,

while it may be cheaper for accountants to be trained in
their own country, whether it is better or as efficient as
sending nationals to the USA and the UK is questionable.
Aside from the question of efficiency, however, there is
a limit to which nationals can go from the newly developed
countries to the more highly developed countries.

Firms

In the UK have operated almost on a quota basis in the
training of nationals from other countries.

There was

serious question as to whether firms in the USA were performing their responsibility and obligation in bringing
nationals from other countries to the USA for training and
experience.
There is general agreement that education of
overseas nationals in this country should be explored,
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encouraged, and exhorted.

As an example, the Harvard

Advanced Management program has for the past five or six
years had the requirement that a relatively large proportion of the participants in the program must he from Asia
(possibly as high as 20%).

It was indicated that this

kind of training is perhaps the most costly from the
standpoint of overseas nationals.
it is regarded as highly efficient.

In contrast, however,
The overseas nationals

absorb a great amount of knowledge from their classmates,
and both groups benefit considerably from continuous associations over a period of time.
There is in fact a large need for developing more
professional accountants around the entire world.

In Prance,

Belgium, and Italy, for example, there are relatively few.
If the Common Market is to be a real federation financially,
as well as politically, then a larger proportion of the
population is going to have to be involved in the auditing
field than has been the historical experience in the
participating countries.

It was suggested that each of the

countries may develop a specialty by way of profession, as
well as by way of industry.

This may lead to more of the

auditing in the Common Market being done by the Dutch and
Germans than by the Italians, French, and Belgians —

since

the Dutch and Germans have made to this time more relative
progress in professional accounting than any of their neighbors .
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India suffers from a lack of management talent
and a chronic shortage of trained

accountants.

number of Indians go to England for training.

A large
The train-

ing facilities in India are poor and at one time were so
bad that the Indian Institute stopped accrediting accountants who received their training in India.

There is now

a coaching board which uses the same kind of material
sent out by the English coaching societies.

Training

must be performed on this basis, because of the size of
the country and the lack of availability of other educational resources.

Exchange problems are serious in trying

to import talent from other countries to head up
educational programs in India.

STATUTORY AND QUALIFICATION CONSIDERATIONS
The question was raised as to whether the Dutch
accountants had as yet been able to expand their influence
in accounting in the Common Market area.
has not yet started.

Apparently, this

There is, however, unofficial talk

going on among accountants in the six countries of the
Common Market as to how legislation can be changed in
order to liberalize the practice aspects of the profession
as between countries.
Presently, an accountant in the Common Market
cannot even establish himself for public practice in all
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of the member countries of the Common Market.

The Dutch,

for example, cannot qualify in France, and must have their
French work done by Belgians.

The Dutch can send people

into France to do work, but they may not issue a certificate
from France.

Apparently the Dutch, for example, can

establish themselves for practice in Belgium, Germany, and
Italy —

but in Germany a Dutch accountant may not give a

certificate.

Even more complicated is the fact that in

Holland anyone can establish himself as an accountant since
there is at present no statutory regulation.

This, in

spite of the fact that the Dutch have achieved considerable
professional stature in their own country and around the
world.

This lack is expected to be remedied shortly.
The Dutch government is presently studying a

statutory regulation requiring that companies having a
certain amount of capital or income be audited.

These

studies relate to companies having a certain amount of
paid-in capital and to all companies publicly selling
stock.

There may well be some restriction that audits of

such companies may only be performed by Netherland accountants.

To this time, there have been no restrictions on

accountants but the Dutch Parliament has already approved
legislation limiting practice at such levels in the future.
This will, of course, create some difficulties for accountants from other countries who wish to establish themselves
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as accountants and to issue certificates in the Netherlands
—

unless they are officially registered in the Netherlands.

The situation is somewhat unsettled with respect to practice
requirements for accounting firms which audit subsidiaries
of companies owned by other nationals who wish to do business in Holland.

(Since the time of the Committee's

meeting, there is evidence that the Dutch professional
organizations have taken certain restrictive actions with
respect to practice in the Netherlands by USA firms.)
In Holland there is a tendency towards merger,
since many small enterprises feel they should merge If only
because they can then cover larger segments of industry.
The move toward bigger industry is presently very high.
The same applies to auditing firms, probably for many of
the same reasons.

And, as Industrial and professional

firms get larger, the problem of statutory regulations
and practice between countries is accentuated.
Cross-investment between countries points up
this type of problem.

If, for example, Dutch bankers

are going to invest in Italy, bankers in Holland will
want Dutch accountants to go to Italy.

It was indicated

at the international meetings by Mr. Harold Linder,
President of the Export-Import Bank, that USA capital
similarly feels safer if USA auditors can follow USA
capital.

After the more or less temporary period where
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resentment of past history wears off, qualified accountants
from other countries will naturally want to go to countries
where there are professional opportunities.

It is desirable,

therefore, that there be no artificial restrictions against
such practice In order that there will be no hindrance to
the free flow of trade —

including the free flow of pro-

fessional competence.

SPECIALIZATION
Because of the complexity of practice around the
world, there seemed consensus that the method of practice
through firms (as opposed to individual practices) would
undoubtedly continue and expand.

Much of the work required

by national professionals tends toward specialization.
Sole practitioners generally have difficulty in meeting
the many requirements of small businesses.

Accordingly,

around the world, more and more sole practitioners are
joining together since they, as individuals, have difficulty
in coming up to the level of requirements for practice.
Although this does not mean that only big firms should
practice, it was indicated that in the case of the Dutch,
for example, there should be at least three partners who
are specialists in the several fields of practice.
The Common Market is having influences from the
standpoint of the accounting profession which were hardly
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expected.

On the governmental level, one finds individuals

giving accounting opinions on subjects which they know
little about.

Rules and requirements never dreamed of

before are resulting from the Common Market union.

It

seems that accountants must exert their influence in areas
of their proficiency.

JURISDICTION
An historical phase of the USA professionals'
heritage was noted in the conversations concerning jurisdictions.

There is a difficult jurisdictional history in

the USA, in that there exist fifty-three separate controlling
jurisdictions in the profession.

It is important to note,

however, that the USA jurisdictional problem does not
involve significant divergence in standards, whereas such
a divergence does exist among countries in Europe and other
parts of the world.
Many countries across the world now require CPAs
to certify certain data.

In the Philippines, every corpo-

ration has to be audited by a CPA.

If a Philippine CPA

were able to file a statement with the SEC in the USA, then
the Philippines might permit an American accountant to file
a statement with the equivalent agency in the Philippines.
Business and education are becoming international
and yet the nationalistic feeling In the profession is
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becoming stronger in many countries.

It was observed that

in every Latin American country people are coming to feel
more self-sufficient.

They have the feeling that there

are competent accountants in their own country and there
is no reason to import accountants from other countries.
Any one of these countries may do what Costa Rica has done
—

secure local legislation which will not permit foreigners

to make an audit.

Whether or not accountants in such small

countries are qualified to perform audits in all circumstances
is a large question.

While the nationalistic feeling must

be recognized and respected, it was agreed that these jurisdictional barriers —

resulting from legalistic action or

from divergence of standards —

should be eliminated or

reduced.
Possibly events of the next decade or so in the
Common Market may serve to knock down barriers.

The pur-

pose of the Common Market is to eliminate trade barriers in
all countries.

If this purpose is accomplished, then it

seems that other countries in the world, economically
speaking, must put themselves in the position of competing
with the Common Market.

This might accelerate the present

movement toward the free flow of trade and capital, and
bring along with it a somewhat freer flow of professional
competence and activity.
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USA AND UK AFFILIATIONS ABROAD
Much of the conversation which took place at
the meetings under the heading of "Jurisdiction" seemed
to argue inferentially that USA and UK accountants should
be permitted to practice freely in other countries.

But

there is a defensive posture involved, at least on the
part of USA accountants.

Conversations with some interna-

tional firms in the USA indicate that they do not expect
to make any profit on operations abroad.

Rather, they

seek foreign partners or correspondents to serve American
clients properly, but do not regard these arrangements as
a source of significant profit to the Americans.

Further

than this, there is a chronic shortage of qualified
accountants in the USA and there is no need to worry about
the growth of the accounting profession in the next 20
years, or about finding sufficient work in this country
for trained professionals.

Accordingly, the American

Institute is trying to find out what the profession in
this country should do to be most helpful, admitting its
own self-interest, in the international environment in
the next 10 to 15 years.
USA professionals feel quite strongly that if
American capital is available for investment abroad, CPAs
from the USA should be permitted to serve their clients
in foreign countries.

They feel that American capital will
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be invested abroad more quickly if American capitalists
feel they can rely on professional accountants whom they
know and to whom they have ready access.

The nationalistic

attitudes abroad tend to put obstacles in the way of
American investment.
Another desirable objective is that young professionals in the USA should have opportunities, at least
temporarily, to work abroad.

And the profession in the

USA hopes to be able to invite more young people from
abroad to come to the USA on a temporary basis.
It is important that American, English, or any
other accountants should be able to move freely around
the world to practice.

It is also important that the

countries which are the most advanced professionally
should play an active part in building up accounting and
the accounting profession in countries where a weakness
exists In this field.

It is doubtful that the USA pro-

fession Is doing enough in this direction.

There may be

a tendency for large English and American firms to find
ways of serving their clients abroad, without finding
opportunities for the education of professionals in those
countries where their work is located.
There was some feeling stated that the present
tendencies on the part of English and American firms are
working against the development of local and national
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arrangements. The Big Eight, by making exclusive arrangements with firms in Germany, for example, could be weakening
the German profession. As another example there are in
England a great many medium-sized firms. It is becoming
increasingly difficult for them to find correspondents to
do work for them in other countries, since more and more
local national firms are becoming exclusively linked to the
Big Eight in the USA. These developments must be watched.

CONFORMITY OP STANDARDS
The discussions of conformity of standards
involved both the nature of accounting principles and
auditing procedures. Although the distinction is not
always clear, this is not too important since the problems
of conformity cross both subjects.
It should be noted that in the USA accounting
principles and auditing procedures do not vary state by
state. It was emphasized that it is only the practice
requirements — in the sense of experience, education,
and registration — which vary by state. In contrast,
there is a distinction in the problem of standards, both
in depth and scope, as between the highly developed
countries and those countries in the developing stage. In
Latin America, for example, it may be many years before the
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level of competence in the professional work comes up to
that achieved by the UK and the USA.
Education is, of course, the long, slow process
for solving conformity problems and perhaps ultimately the
only effective way. A serious question exists, however,
as to how conformity might more quickly be achieved by the
stronger professionally developed countries — through
organizations, or through firm-to-firm contacts.
Should this movement towards conformity be
accomplished institutionally with the American Institute
working with all other similar organizations throughout
the world? This might have a peripheral advantage of
overcoming nationalistic tendencies.
If, on the other hand, firm-to-firm contacts are
preferable to an organizational or institutional approach,
this should be encouraged and implemented. The preference
seemed to be, if practical, for an institutional approach.
The dissemination of information, and efforts to conform
standards, were generally regarded as an institutional
responsibility.
An exchange of information is the first step to
achieving conformity, no matter which road Is taken. To
accomplish this, could there be an institutional arrangement — country by country, organization by organization —
whereby practitioners can exchange information about
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standards in practice, or be supplied with information
upon need? Such an interchange might help solve the general
problem of differences in standards. The long-range objective is to have common acceptance of standards, country by
country, before there can be any lasting solutions to
interchange of practice.
There is presently no centralized source for such
an interchange, but there is an increasing sentiment to get
information circulated and to make this circulation possible.
Perhaps establishment of an international Information center
Is one thing that could presently be done, and would be
helpful.
The international information center idea is not
new. It has been proposed at almost every International
Congress held. But nothing has been done. Could the Big
Eight in the USA do something in an unofficial way? They
might bind themselves with UK firms and start a deliberate
project of compiling or analyzing the differences in
practices.
Many newly independent countries do not have
pleasant relationships with their former mother countries.
In some cases, the feeling is quite bitter. When a country
achieves independence, the first thing it has to do is to
develop Its resources and people. Under these circumstances
it is difficult to avoid the development of strong national-
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istic feeling, regardless of the adequacy of local educational and training facilities. If there were an
international accounting body, such newly independent
countries could be guided, so that at least the first
steps they took in the accounting field would be in the
right direction. Seeking help from an international group
would obviously be more palatable than seeking help from
the former mother country.
The more such exchanges are delayed, the greater
will be the growth of divergent practices among the
countries.
The point was made that there has always been
great difficulty in reaching an agreement within the UK,
within the USA, or as between the UK and the USA on many
areas of principles, procedures, and standards. Achieving
conformity among all countries of the world is a terrifying
project. Again, therefore, exchange of information seems
the first practical step. If there is underlying information available about differing principles and practices
in various countries, adjustments can be made to eliminate
such differences when it is important to do so.
A serious suggestion was made that the information exchange and the ultimate development of conforming
standards be undertaken by the International Congress
organization. It was observed, however, that periodic
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meetings of the International Congress have come to he
largely intermittent social affairs. Some more substantial organization than the present International Congress
structure would be required for serious technical work
accomplishment.
There are a tremendous number of publications,
both on auditing and accounting principles, readily
available in the developed countries. It would, nonetheless, be extremely helpful to have a small book or
reference work which a practicing national in any country
could refer to in order to find out what is generally
accepted practice in any other area of the world. Such
a project, however, presents a major language difficulty.
Could professional organizations in various
countries be advised of the travel plans of members, so
that more informal exchanges of views could take place?
Such travel-exchange information could be helpful to the
individual professional organizations in encouraging
interchange outside the structure of a formal international
organization.
Another suggestion was that a relatively small
committee, of perhaps 15 professionals from the more
developed countries, might experiment with exchanging
information on a questionnaire basis. This committee would
have no right to make rules, but after information on
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various problems was gathered from a range of sources
and after a reasonable period of study, such a committee
might give helpful opinions about variations in education,
practice requirements, and standards across the world.
In the USA many meetings are held on a firm,
regional, national, and international basis. In many
respects, an institutional approach seems tremendously
efficient. Such an approach requires an unselfishness
and open-mindedness on the part of individual persons
and firms. As an example, in the Philippines there is
only one firm with a training program. This program has
been made available to the Philippine Institute and thereby
to the entire profession.
Again, a willingness to exchange information,
country by country and firm by firm, was expressed. The
lack is machinery. Attention should be focused on what
kind of machinery the profession should have in order to
achieve this objective.
But what about the leadership? There would be
opposition to the American Institute in certain quarters.
Similarly with the English Institute. Would it be logical
for the next host country to the International Congress to
take the leadership? Obviously the highly developed
countries will have to play a leading role, but the suggested
approach might mitigate some of the problems of identifying

386

- 30 -

the leadership. On the other hand, many countries who
might host the next International Congress might well not
have the facilities, or the inclination, to lead and
develop such a research group.
Another suggestion was to divide the responsibility on a subject or function basis as between the
professional organizations in the several highly developed
countries. For example, the English Institute might start
its own international committee to make a study of auditing
standards. The American Institute might work similarly
on accounting principles. The Dutch already have a fine
interchange between the Netherlands Institute and the
University, and they could explore international problems
on education and research. Then each of the professional
organizations, on a subject basis, could make their findings
available to all others.
It was also suggested that each country might
independently submit a statement of its own accounting
principles and standards. Then through perhaps an international secretariat, these statements could be made
available to all others. Such a secretariat would be a
logical channel for the communication of views, as well
as for the exchange of information

*

*

*

* *
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Progress in the international development of
accounting may well come from an orderly sequencing of
these steps:

(1) organizing a systematic and useful

information exchange, (2) attempting a gradual uniformity of standards, and (3) ultimately, perhaps, achieving
world-wide accreditation of accountants.
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CONSIDERATION OF THE QUANTITATIVE METHOD
SUMMARY
The development of the quantitative method
has, over the last 20 years, made a significant impression on the business community in terms of providing
new techniques for the measurement and communication of
financial and economic data. The role of these techniques
is in future years going to come into greater prominence
for a number of reasons. The principal reason is that
the information provided by these techniques is better
suited for management decision making than is the information provided by classical methods. The new technologies
allow management to decide its best course of action
under a given set of conditions and at the same time
determine what changes can be made in operating conditions
In order to obtain even better results. With these advanced
methods, problem solvers can take account of the interrelationships among business systems and give effect to
qualitative types of data, as well as provide for other
"real life" situations not provided for by more classical
methods.
Examples:
A variety of problems have been solved using the
techniques of the quantitative method. One of these is the
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so-called "mix problem." For instance, in blending
gasoline the goal is to obtain a blend with specific
qualities (i.e., octane, density, etc.) at lowest cost.
Operations research techniques have been used to
determine the quantities of various grades of gasoline
to use to obtain the specified blend. Similarly, these
techniques have been used to determine the least cost
method of obtaining specified nutritional values in
grain mixes for feeding farm animals.
Another use of quantitative techniques has
been to determine the lowest cost of distributing
product. A case might be a situation in which there
are a number of warehouses, any one of which can deliver
product to a number of customers. New techniques have
enabled companies to determine the lowest distribution
cost under these conditions. And, these techniques
have also enabled management to determine the best locations for Its regional warehouses in large scale distribution networks.
Simulation techniques have been used to a
great extent in the last few years to analyze complex
business problems. The mathematics of operations research
have been used in simulations to represent the "real
world." This simulated "world" has then been acted on
and the result of these actions evaluated to determine
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the best course of action.

For instance various rules

for inventory management, production scheduling, assembly line balancing and plant relocation have been
simulated to determine the lowest cost policies to be
followed.
Yet another application of advanced techniques
that is getting a good deal of attention (especially by
bank trust officers) is that of determining investment
portfolios given certain requirements of growth, desired
return and characteristics of risk and security history.
One last use of sophisticated mathematical
techniques has been in the area of capital investment
analyses.

When should an asset be retired?

a new asset be purchased?
capital improvements?

When should

How much should be spent on

What role does risk and uncertainty

play in capital investment decisions?

All of these and

similar questions have been and are being explored by use
of quantitative techniques.
Effect on the Profession:
These new methodological techniques are going
to have a pronounced effect on accountants and the profession.

Since they are in effect only new ways of

performing the accountant's function of measuring and
communicating economic data, these techniques will
eventually have the effect of changing the sacrosanct
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method of double-entry accounting.
In order to prepare itself for the effects of
these methods and to take its role as a leader in this
new technology, the accounting profession has much selfevaluation and planning to do.

In the short term, the

profession will, of necessity, confine its activity to
evaluating these techniques and recommending their use
to business when appropriate.

In the long run, however,

these techniques will become a part of the common body
of knowledge of the profession.

Accountants will develop

the ability to use and install the new technologies.
To prepare for his use of operations research, and to
maintain his position in society, the accountant is
going to have to take up and embrace the new techniques.
There is much thought and work to be started now in
order to prepare adequately for the future.
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THE QUANTITATIVE METHOD - ITS IMPACT ON
ACCOUNTING AND THE PROFESSION

During World War II, a number of mathematical
techniques were developed for use in solving complex
military problems.

Since that time, these techniques

have been expanded and refined and have found fertile
areas of application in the social sciences, economics,
psychology, and, particularly, management.

At present,

there is continuing research into the uses and applications of these methods in solving business and government
problems.

These new techniques, referred to as the

"quantitative method" or operations research, have led
to what is now one of the most challenging and interesting fields of scientific study —
ment sciences."

the so-called "manage-

These new quantitative methods or

techniques encompass such diverse mathematical techniques
as linear programming, statistical decision-making, game
theory, and heuristic decision-making —

all unheard of

20 years ago.
Broadly speaking, these techniques can be
thought of as the use of mathematics to solve managerial
problems.

Typically in the past, only fully developed

mathematical techniques have been applied to the solution
of business problems.

The operations research approach,

however, has been to find a problem needing solution and
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then to develop the mathematics to solve the problem.
Necessity of New Techniques
Why are these new techniques necessary, why
has their development been so rapid, and why has there
been so much Interest expressed by government, industry,
and the academic world?
Possibly the main reason for the interest in
and the development of operations research techniques is
that typical methods of accounting, financial analysis,
and economic analysis cannot adequately answer many of
the problems and questions of management.

Accounting

and economics have often been called upon to help management solve Its problems.

These methods, by themselves,

have not always provided satisfactory answers to a
number of problems.

Nor have they given "the best

possible" solution to any but the most trivial of problems.

Now with the advent of new high-speed data

processing capabilities, there is more information for
management to digest and more information on which
management can base decisions.

At the same time, the

business world Is becoming more and more complex, and more and
more interrelated and interdependent.

We are now finding

classical methods sorely lacking in ability to handle
the types of problems which are inherent with these
complexities and interrelationships of the business world.
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It should be pointed out that while high-speed
data processing capabilities have opened new information
channels to management, and thus new problems of data
communication, it has also allowed the rapid and accurate
manipulation of data which is necessary for the new
mathematical techniques designed to solve problems.

Pre-

viously, even if we had known and been able to use these
new techniques, it would have been operationally infeasible
because of the vast amounts of data which have to be
manipulated in applying operations research techniques.
Thus, the development of high-speed electronic data
processing equipment has opened the door for more complex
analyses of more data for decision-making; it has also
given us a means of providing the data through the
application of new mathematical techniques.
Should Accountants Be Concerned?
Why should accountants be interested in these
new techniques?

Can we not say that these are techniques

to be used by people in other fields —
statisticians, and mathematicians?
question is definitely, no!

by economists,

The answer to this

Accountants must be vitally

interested in these developments because, in many
respects, these techniques are a mathematical extension
of ordinary accounting methods.

These new mathematical

approaches to problem-solving represent new techniques
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which can help clarify the things accountants are really
talking about in the same way that a once new technique
called double-entry accounting clarified what business
transactions are all about.
The accounting function has been defined as "the
measurement and communication of financial and economic
data." 1

This does not mean only data to which a dollar

sign is attached, nor does it mean only quantitative data.
It means all data with which the businessman is concerned
—

units or product, dollars of sales, qualitative data,

and so forth.

The distinguishing characteristic of the

accounting function is not the kind of data it measures
and communicates.

It is the objectivity used in prepara-

tion of the data.

When someone says that an accountant

did something, we know that his work can be independently
validated and confirmed.

Accounting is more than a func-

tion; it Is a discipline dealing with all data, no matter
what their form.

And it is a discipline which lends itself

naturally to objectivity as a consequence of its consistent
and systematic application and extension to all aspects of
business transactions.
Operations Research is Methodological Progress:
When discussing operations research, we come to
the conclusion that it represents methodological progress
which will aid the profession in measuring and communicating financial and economic data.

We must distinguish

1. Herman W. Bevis, "The Accounting Function in Economic
Progress," The Journal of Accountancy, August 1958.
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called substantive progress.

The fact that we know cer-

tain types of germs cause a given disease is substantive
progress; methodological progress would be the development
of the electronic microscope to find out what kinds of
germs cause disease.

From

the methodological progress

which we are now observing, it is to be hoped that a
great deal of progress will follow.
Accounting itself is not a substantive progress.
It is only a method of representing data in a way that is
convenient for handling and for interpretation.

This has

led it to being a method for analyzing and guiding decisions to obtain better results in specific situations or
to extend known methods of good management to wider classes
of situations.

It has also led to other methodological and

substantive progress that was not previously possible or
convenient.

The newer mathematical methods can thus be

viewed as one way of furthering an already established
tradition of progress in accounting.

The fact that this

progress originated in mathematics is unimportant.
Operations Research for Data Measurement
and Communication
The relationship between operations research
techniques and double-entry accounting will be discussed
in greater detail after brief mention of two uses of operations research for the measurement and communication of data:
PERT —

One example is the PERT, or critical path
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scheduling techniques.

These techniques are

often stated In terms of physical considerations,
but these physical considerations can be and are
translated Into costs.

The PERT techniques

translate Into a debit and credit cost control
system, and it turns out that both PERT and the
critical path scheduling techniques are the same
as the linear programming network problem of
operations research.
The PERT technique allows us a number of possible
analyses.

We can think in terms of the cost per

unit reduction in time of expediting the job.
Alternatively, we can think in terms of a cost
analysis involved in rearranging the entire job.
The point is that either way of looking at this
PERT or critical path analysis involves a
rearranging or scheduling of the minimum time to
get the entire job done.

In the strictest sense,

this is accounting according to the definition
that has been cited.
Budgeting —

Another example where the techniques

of operations research can be used is the area of
budgeting.

Work has been done on applying the

technique of linear programming to preparing an
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inventory budgeting program for a firm so as
to maximize the funds available to the firm at
the end of a time horizon.

This model takes

into account such factors as minimum cash
balance requirements, the lag time for collection of accounts receivable, and the number and
amount of capital assets that an executive can
supervise.

This kind of model can be set up in

the form of a network where the prices and unit
costs of acquiring and disposing of goods are
related.

The results of this type of model are

a program which will tell the firm when to buy
and sell goods and, in addition, will present
the firm with a financial evaluator.

This

evaluator could represent the incremental compound discount rate the company should use,
assuming that no outside borrowing is available
and all of its funds are internally generated.
The technique used in such budgeting models might
also be used to determine a program for flowing
money into receivables or capital assets, or
between operating assets and capital assets, and
thus might tend to break down the classical distinction between capital budgets and operating
budgets.
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Operations Research, Double-entry Accounting,
and Financial Statements:
We can broadly state that new concepts which
are being developed are at the very heart of accounting.
Let us look again at double-entry accounting to prove
the point.

The present double-entry system of accounting

requires that every transaction be entered into the
accounts twice, once as a debit and once as a credit.
However, through the use of the matrix concept of mathematics, we can record this transaction once —

with the

row of the matrix representing the credit and the column
representing the debit —
notion.

and retain the debit and credit

But, we have lost the need for recording every-

thing twice.

For example, the matrix entries may be

stored on the drum of a computer as magnetic spots.

Thus,

we decrease the number of entries by one-half and are
able to make use of the processing capabilities of highspeed computing equipment.
To take this analysis a step further, we see
that when we have transaction information recorded as a
spot on the drum of a computer, we can withdraw it to
serve not only two purposes (the two sides of doubleentry accounting), but any number of purposes.

For

instance, we can use the matrix system to aid management
in evaluating conditions and providing information for
top-level management decisions.
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Work has already been done In the area of
representing the accounting system with a matrix.

(The

network resulting from this matrix is exactly like the
network of the PERT technique.

Furthermore, the identi-

fication of the various lines of the network represent
debits and credits —

in the accounting sense —

exactly

as everything on a PERT network represents a debit and
credit in the same sense.)

Three students at Carnegie

Institute of Technology have used these techniques in an
application to the Carnegie Tech management game.
Beginning with the initial balance sheet, the students
prepared a mathematical model of how the business should
be operated.

Their objective was to maximize the net

addition to net worth exclusive of dividends.

The solu-

tion of this model enabled the top management of the firm
to tell the operating people exactly what to do in order
to maximize the net addition to net worth.

For instance,

they were able to tell the financial manager to sell X
dollars worth of securities, to tell the credit manager
to collect X amount of accounts receivable, to tell the
operating people what the cost of sales should be, and
so on down the line.

These same results were used to

prepare projected balance sheets and income statements
and, in addition, a new type of financial statement which
might be called an "opportunity cost analysis."
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latter analysis indicated the profit to be realized by
producing and selling one additional unit of product,
or increasing the capacity for production of one additional unit.
Problems of the Profession
The Impact of this new type of methodology, of
course, presents a number of problems for the accounting
profession —

the actions which should be taken to handle

this methodology and to influence future progress of new
technologies.

In the remainder of this section, we shall

briefly examine the impact on the accounting profession
of the future and look at some of the possible steps the
profession can take in preparing for and helping to mold
this future.

We have really a two-part problem of

accepting the expansion of new technologies, and of
reorienting our thinking to facilitate their expansion.
In the next section of the paper, we shall look more
closely at some of the technologies themselves.
Role of the Profession;
In a sense, we can look upon the accountant and
the accounting profession as a sort of catalyst or intermediary between the mathematician on the one hand, and the
businessman on the other.

These two types of people are

usually at opposite ends of a spectrum and rarely under-

405

- 17 -

stand the problems of the other.

The businessman does

not understand the techniques of the mathematician, nor
does he understand how they can be used.

The mathemati-

cian does not understand the businessman, business
language, or business organization.

The mathematician

sees and is concerned with only part of the problem.

He

may be viewed as being concerned with formalizing some
aspects of the problem and its related methodology.

On

the other hand, the businessman may know the problem in
its totality without being aware of the best available
methods to use.
The accountant, however, has a basic understand
ing of management's problems.

In order to aid in solving

these problems, he can become knowledgeable in the uses
of techniques of the mathematician.

The accountant will

then have the ability to take these new techniques, add
to them a kind of guidance and leadership, and step into
the vacuum created between the mathematician and the
business community.

In effect, and to repeat, the

accountant can serve as a catalyst or intermediary.
Responsibility of the Profession for
Its Own Development:
If the accountant is to serve this role as
catalyst, what type of abilities and knowledge must he
have in various mathematical fields, and what type of
responsibilities does he have for maintaining these
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abilities and making them available to his clients?
There are probably three levels of activity at
which the public practitioner can operate with new
methodologies.

The first level is research, in the sense

of defining or designing methodologies to take care of a
particular situation.

Level two is the development of

the capability to install such a methodology in a particular
situation where applicable.

Level three is to have a suf-

ficient understanding of an installed system to appraise
it for auditing and accounting purposes, and to know how
the methodology should and can be used in business situations.
The responsibility of the accountant in this
field and the level at which he should operate must be
viewed with respect to the "state of the arts" for any
given technique.

In other words, for any technique or

methodology, such as linear programming or game theory,
the profession has both a short-term and a long-term
responsibility.
Short-term —

In the short-term, It can be said that the

accountant's role is that of an evaluator, adviser, and
controller of other experts, but not necessarily that of
a doer.

Two cases can be cited here.

One case is the

situation where the accountant and the business firm are
both aware of an application which will require the use
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of additional experts (e.g., a mathematician).

If these

outside experts are brought in under the jurisdiction of
the accountant —
in the future —

and there probably will be more of this
the accountant should certainly be

responsible for controlling and evaluating these experts.
At the least, the accountant must be responsible for
understanding what they are doing.
The second case involves the situation where the business
firm may not be aware of what can be done.

The responsi-

bility of the practitioner here, is to be able to evaluate
new methodologies which are available but which may not
yet be known to the business.

Further, he has a respon-

sibility, through suasion and education, to bring in these
outside experts; and, once they are in, to control them.
Thus, in the short-term, the responsibility of the public
practitioner is to recognize situations requiring advanced
techniques, call in the right person to perform the necessary job, and then to exercise control over the performance
of the job.
The point is that the profession must quickly learn to use
and to control a much greater range of specialists than
it has had to learn to use and control in the past.

At

the same time, there will be a need to stimulate and provide broader general guidance for research development than
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in the past.

There are situations where the profession

will have to take the Initiative, rather than looking
toward either individual schools or individual practitioners .
Long-term —

In addition to evaluating new mathematical

techniques for their applicability to business firms,
the profession must also be able to evaluate new techniques as they become available in order to decide
whether or not they should be absorbed and used by the
profession.

Some techniques will probably remain ever

outside of the profession's domain.

This should, however,

be a matter of choice by the profession after thorough
evaluation of the technique in question.

It should not

remain outside the profession because no one bothered to
evaluate it.

Moreover, In order that the profession can

hold on to most or all of its present accounting functions,
It must evaluate, absorb, and use many of the techniques
now becoming available, and not look upon them as being
outside of accounting's sphere of interest or activity.
This leads to the longer-range responsibility of the profession.

After a new mathematical technique has been

evaluated and proved usable, it should become part of the
"In-house" capability of the accounting firm.

The firm

will then be able to use, install, audit, and control
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245
this technique

in individual applications.

To summarize, in the short run, the profession
must be able to evaluate the new technology, to advise
concerning its use, and to audit the applications to work
at the third level previously described.

In the long run,

however, the profession must develop the capabilities for
working with and installing the techniques in order that
accountants may perform their function of measuring and
communicating economic data.

The profession should

eventually operate at level two.
The profession should eventually also participate, at some extent, in the first or research level.

The

type of activity and the path to take in the research area
is still unclear.
Common Body of Knowledge:
When this "in-house" capability referred to
above is developed within the firm, it should be incorporated, in some form, within the basic core of knowledge
of the profession.

There should not be one or two men in

a firm who do nothing but perform a given mathematical
function or technique.

The accounting firm of the

future should not develop into a collection of people
coming from a number of different disciplines with the
firm acting solely as a broker of services.

In the long

range, the firm should consist of people with a relatively
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homogenous body of knowledge, all of whom feel an obligation to certified public accounting in and of itself.
The absorption of these new techniques into the
common body of knowledge will occur stepwise.

The first

year after something new has been done, there will be
someone in the firm who specializes in it.

The general

member of the firm will know nothing about the technique
except perhaps some of its general concepts and possible
applications.

Then, over the years, the technique will

become a part of the common body of accounting knowledge.
The general individual will know more and more about it
and be able to use and install it.
Specialization:
If mathematical techniques are to be absorbed
as part of the common body of accounting knowledge, this
implies that each accountant will have at least a minimal
level of knowledge and practical competence in the technical areas so absorbed —

just as today, each accountant

has a minimal level of training in each of the areas of
traditional accounting.

Despite this, there will probably

be a definite tendency on the part of the profession to
specialize; specialties will emerge.

This tendency is

evident today and will become more pronounced in the
future.

There are more and more technical areas in which

to specialize.

Most people will inevitably become
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recognized as having special competence in one area or
another, rather than generalized competence across the
board.

There will, of course, remain certain people who

are regarded and acting as general practitioners.
specialties will tend to be the rule.

But

This development

of specialization, however, is one which the profession
should resist —

even though it may be inevitable.

The

notion of the accountant as an over-all coordinator,
evaluator, and judge of these techniques is not only
appealing but also necessary if the profession is to
maintain a homogeneity of outlook and qualification.
Personnel:
As the measurement function within society continues to grow, and thus, as the common body of knowledge
in the profession continues to expand, it is likely that
the intellectual qualifications for accounting will
increase.

Thus the population reservoir from which the

accounting profession may draw its members will decrease.
On the other hand, with the advent of new computers and
computer programming techniques, less highly trained
people will be necessary for programming and coding computer programs.

Since more and more of the auditor's

time will be spent auditing the computer, this will mean
that the auditors of these programs will have to be better and more broadly trained in fundamental disciplines,
though perhaps less highly trained in computer technol-
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ogy.

A person will then have to devote more time to the

fundamental bases, concepts, and methods of accounting
and auditing.

More time may be spent on educating those

entering the field.

However, all of the time now spent

on keeping up with technical computer developments may
not be so necessary.

Thus, even though the profession

may have fewer people from which to draw, these people
may have more time in which to become adequately trained.
Attestation:
As the operations research technologies become
more efficient and accurate in the future, they can
revolutionize the conventional, historically-oriented
attestation function of the public accountant.

Even

today, people are more interested in the future than in
the past.

As projection techniques become more efficient,

the CPA is going to be asked to certify to projections
of the future as well as to records of the historical
data of the past.

If the CPA cannot or will not under-

take this type of attestation, some other person will
perform this function —

perhaps the operations researcher.

We must recognize that the time is coming when we will be
requested to (and for the sake of our own existence,
required to) attest to other than historical data.

The

profession should plan and prepare for this added attestation function.
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It is a fact that, even today, the accountant
attests to more than the conventional balance sheet and
profit and loss statement.

In every report, a firm in

effect attests that the job was done in accordance with
the best standards of which the firm has knowledge.

The

reputation of the firm is always on the line regardless
of the nature of the report —

audit, management services,

or tax.
Structure of the Profession:
In addition to looking at the individual firm,
we must also examine the effect of mathematical techniques
on the structure of the profession.

Are the smaller

accounting firms in the country (in which a greater number
of accountants are employed than in the relatively few
big firms) going to be able to make use of these techniques
to service their clients?

Or will these techniques be

useful only to larger firing and larger clients?
It would seem that these new techniques may open
up new channels of servicing clients by the smaller firm.
We have said that the techniques must become part of the
common body of knowledge.

If this is the case, small

accounting firms will be able to use them for the small
businesses which they service.

Since the large business

firm will tend to become more flexible by using these new
mathematical techniques, the small business firm will be
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forced to use these techniques too in order to compete.
In fact, the small public accountant can perhaps use
these new techniques and serve his clients in a more
daring way than the big accounting firm.

Actually, the

small public accountant often does this today, using
only the mathematical techniques and variables which he
can keep in his head.

By extending more powerful

techniques to the common body of knowledge, the small
practitioner should be even more capable of serving his
client.
There are two additional reasons for believing
that mathematical developments will be of important
significance to the small practitioner in allowing him
to service his small client.

First, as many of the

theories discussed below become practical, most larger
business firms will develop "in-house" capabilities for
performing the jobs.

However, small business firms will

not be able to afford people on their staffs to install
these techniques, even though, once set up, the small
firm would be capable of maintaining their use.

This is

an area where the small practitioner can be of great
service —

evaluation of client needs and the initial

installation of systems to meet these needs.
A second reason for significance of mathematical
developments involves the really small business, for
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instance, the local drug store.

One drug store may not

be able to afford these techniques.

A number of them,

working with a trade association or using a service
bureau, perhaps can.

Both the small and large CPA firm

can be of service in setting up, standardizing, and installing the systems required.
Education:
The proposal that the techniques of mathematical
accounting become part of the common body of knowledge of
all accountants brings up a number of questions concerning
education.

How shall new techniques be integrated into

the curriculum?

How are they to be taught, and by whom?

How long will accounting education be?
education have on specialization?

What effects will

And many more.

At the present time, there can be no definitive
answers to these questions.
and a good deal of research.

There can only be suggestions
Possibly the prime educa-

tional consideration is the sheer volume of techniques to
be learned.

Each year new mathematical techniques are

developed to deal with the problems of management.

If we

attempt to teach the details of all of these techniques
to all people, the educational process will be unduly long
and drawn out (and probably not truly educational).

If,

on the other hand, we attempt to teach only a few techniques
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to each person, the profession will tend to develop a
large number of specialists, which defeats the purpose
of a common body of knowledge.
There is, however, another important consideration to remember when thinking about and planning an
accounting curriculum.

Most new developments in the field

are, in effect, a winnowing of the things that were previously done by some other manner.

New techniques

represent only new methods of approach, not new principles
or postulates.

This has two basic ramifications.

The

first is that the accounting education should be concerned
with teaching basic disciplines and principles, not specific techniques and applications.

The techniques themselves

are to be learned on the job and in post-educational
development. 1
The second ramification is that there must be
a constant reappraisal, review, and reworking of the basic
educational process.

There must be provision made for

procedures and controls to up-date the educational process
and to incorporate new developments and results and
technological advances.

This review can, perhaps, be

accomplished through a committee of the American Institute
of CPAs, or by some outside body.

1.

But this review and

In fact, with the constant changes in technology,
accounting firms should be thinking of their posteducational professional development program simply
to keep their people current.
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up-dating should be taking place constantly.

It is most

important that no matter what the procedure, the educational process should be subject to constant reappraisal
and upgrading.
Perhaps the first courses in need of this review
are the so-called service courses to accounting, such as
the behavioral sciences or statistics.

They are presently

outside the control of the profession.

As such, they are

not now providing the kind of education necessary from
this type of course.

They tend to teach detailed tech-

niques rather than broad principles of long-term value, or
else teach principles which are only tangential to accounting although perhaps central for a person oriented to a
career in the field of this "service" course.

One reason

for this Is that the content of the service courses is
often determined by people outside the accounting profession who are not cognizant of the problems of the profession.

For instance, the content of a mathematics course

for accountants is often determined by the head of the
math department who does not really know what the accountant requires.

The content of such a course should be

determined by an accountant versed in mathematics or by a
mathematician acting with the guidance and aid of accountants. 1

Of course, these advisory accountants must be

inside, not sitting outside of these disciplines.

1.

The same comment can be made of accounting courses
being used as service courses in other curricula.
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Research:
If the profession is to take the responsibility
and leadership in the area of mathematical accounting, it
will have to perform certain research functions involving
both the development of the underlying science and the
discovery of new applications.
do this research?
much should it do ?

How is the profession to

Individual firms?

The Institute?

Should industry pay for it?

industry do research?

How

Should

Should individual firms and colleges

cooperate in this research?
There are two general observations to be made.
The first is that the research is needed now both to
advance the level of current practice and to determine
the course content of future academic curricula.

The

second is that, in the past, the profession's research
efforts involving either future education or future
methodological developments have not been particularly
good.

The profession has, however, been extremely good

at research devoted to determining the present state of
affairs, e.g., the Accounting Procedures Committee. 1

The

point is that the profession needs to do something more
in its research into operations research.

1.

The question

To this time, the actions of the Accounting Principles
Board indicate no significant change in this approach
to research.
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to be answered, therefore, is how the profession is to
begin this research.
There are several routes which might be taken.
Whatever the route chosen, the profession must take the
responsibility. One possible route might be to form
committees of people from the accounting profession and
the operations research field to discuss areas and problems of mutual interest. These talks might first focus
on the kinds of broad, initial exploration that needs to
be done. In order to focus this interchange of ideas, a
program for developing the problem material that both
groups would find of interest might first be developed
and presented to the profession.
Another possible route would be to hire outside
consultants -- experts in research who would be able to
tell the profession how to make the most of its research
dollar. This would be especially helpful in consolidating
the research efforts of the Institute, and perhaps in
supplementing the research of the profession with that of
other bodies.
Finally, a third route to the research problem
solution might be by means of a commission with a fullypaid director, such as the Common Body of Knowledge project.
Whatever the eventual route which the profession
takes, the fact remains that a good deal of research about
the role of quantitative accounting in the future of the
profession must be done.
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SOME EXAMPLES OP THE QUANTITATIVE METHOD
We have examined the effect which the quantitative method will have on the accounting profession.

In

this section, we will discuss briefly more specific
reasons why new techniques have been developed and some
of these new techniques.
Dual Problems of Management
We have previously stated that classical methods
Co not really give management adequate solutions to its
problems.

To fully understand this, let us look more

closely at what might be thought of as the dual problem
of management:
(1)

to accomplish the best job under given
conditions, and

(2)

to provide the best conditions under
which to do the job.

The first problem may be thought of as that of
the operating manager or foreman who works under given
conditions —

certain budgets, certain sets of machinery,

a certain collection of labor and certain policies.

The

foreman's objective is to do the best job that he can with
the given amount of resources and the given policy restrictions.

In other words, his job is to determine the optimal

or "best possible method" of doing the job, and the "best
possible cost" of doing the job.
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different ways of doing the job at the same "best" cost.)
The second problem is that of management —

to

provide the operating foreman with the best conditions
under which to operate.

That is, to determine the policies,

the resources and the degree of managerial freedom, with
which the foreman will operate.

Again, the first problem

is to determine the best possible solution, given the
conditions, and the second problem is to determine the
best possible conditions.
Now for each of these aspects of the problem,
we must consider the various surrounding factors and the
kinds of information that the manager (or the foreman or
the president of the company) would need in order to do
the job that he is required to do.

The information might

be of a quantitative or qualitative character.
be of a functional or an organizational kind.

It might
For

instance, in what part of the organization is this
particular function best performed?

In what particular

ways is this function best described?
We also want to be able to consider how the job
can best be done when we know all the information and can
supply it, or when we know only part of the information
and can supply that.

We will also want to consider situa-

tions where the information is completely unobtainable.
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What can be done to do a given job or to alter the conditions under which the job is done even in the absence
of information?
Techniques Available to Solve Dual Problems:
What has all this to do with the new mathematical
techniques of the quantitative method?

We can say that

techniques are available (for instance, linear programming)
which will allow us to solve the first problem of obtaining
the best possible program under given conditions.

That is,

given the stipulations under which a man must work (the
conditions), the new techniques allow us to tell him the
best course of action to obtain his objective (lowest cost
or highest profit), and also the best possible cost under
this best possible program. 1
Moreover, at the same time that these new
techniques allow us to determine the best program and the
cost of this best program, they also allow us to give
management a guide to the best conditions, to tell management what is the best possible set of conditions under
which to do the job.

We can, in effect, tell management

what would be the result of changing conditions (e.g.,
increased production) and what changes will bring about

1.

It might be noted that where many companies say they
have multiple objectives, research has shown that
most companies have only a single or a compound objective. Other things which are often called objectives are truly stipulations or conditions.
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the most desirable situation for attainment of firm
objectives.

Thus, we can say that by altering conditions

(availability or requirements), profits will be so much
higher or so much lower.
At this point, we must note an especially important characteristic of these new techniques.

The method

used to solve the second problem involves only a restatement of the method used to solve the first problem.

In

effect, we use the same method to solve the dual problem
of management

(what are the best conditions under which to

operate) as we use to solve the direct problem (what is
the best possible operating method and its cost, given
the conditions).

One Method to Solve Both Problems:
The fact that we use the same method or technique
to solve both problems of management

(or to provide the

data for management decisions) gives us several operational
advantages.

One advantage is that we can turn the method

around to check the accuracy of the data with which we are
working.

By doing this it has been found that, within wide

ranges, the accuracy of the data (for instance, the cost
information available) does not really affect the optimality
of the solution (that is, the "best possible" program).
We may, for example, find that of many possible alternatives, it is optimal to ship goods from point A to point B.
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We can then use the same method to determine that this
solution will be optimal even though the cost of shipping
between points A and B might vary from one dollar to one
hundred dollars.

Of course, the exact cost of the optimal

program will depend upon the exact cost of shipment.
Another advantage is that the use of the same
data to solve both problems of management allows a great
deal of top management control.

Top management can deter-

mine whether or not lower echelons of management are in
fact doing the job of obtaining the optimal solution under
the conditions they are given.

We can tell if operating

management is obtaining the best results for the conditions;
conversely, we can tell top management that by altering
conditions we will get a more profitable result.
A third advantage of using the same technique
to solve both management problems is that this allows us
to use the same data to provide different information to
different levels of management.

The information is simply

oriented in different ways for the different management
levels.

For example, a typical problem of ordinary

accounting is that a firm will give lower echelons of
management detailed cost and production figures but summarize these figures to an over-all-net-return or an overall-return-on-net-cost for their own use.

But this

represents an entirely different situation than we are
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requiring from lower management.

Or, we may take several

thousand costs for a company and summarize them to three
costs for Divisions A, B, and C.

Unfortunately, it is

not the same information any more.

The information is

not really oriented to the needs of all levels of management.

However, the techniques of the quantitative method

allow us to use the same basic information to aid the
decisions of both lower and upper levels of management
simply by re-orienting the information.
New Methods of Problem Solving
In addition to providing techniques for solving
the dual problem of management, operations research provides
methods of solving other problems of managerial decisionmaking, planning, and control heretofore unsolved.

Let

us briefly examine some areas where classical methods have
been found inadequate, and how the new methodologies have
handled some of these inadequacies.
"Best Possible Solution":
The first point that should be noted is that
methods previously used as aids to problem solving did
not allow management to be sure it had the optimal or
"best possible solution" to a problem, given the conditions.

Classical mathematical methods give

solutions,

but operations research techniques give an optimal
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solution under the specified conditions.
Interdependent Systems:
One area where new techniques have been especially useful is their ability to solve problems complicated by the interdependency of events in the business
community.

For instance, a typical question of management

is "What will be the effect on Company profits if we
increase production of product X by so many units?"

The

classical economic solution to this problem (using calculus techniques) involves using a model which varies the
one factor in question, and holds all other conditons
constant.

(This is the "ceteris paribus" approach

everything else being equal.)

—

This type of approach did

not give an optimal solution given the real possibility
of changing other factors, and thus did not allow a
"correct" decision.
In real life, when one product is changed or
varied (increased production, for example), everything
else is affected in order to come to a new optimal
situation.

For instance, an increase in production of

product X affects the production schedule, the sales of
other products,payroll costs, and so forth.

In most

business situations, the manager cannot rest content with
merely adjusting the one factor.

He must relate this

adjustment to other changing factors in order to reach a
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new optimum.

(This is known as "mutatis mutandis"

everything adjusted to everything else.)

—

In the business

community, everything is variable and interdependent.
Classical economic methods and the use of calculus could
not handle this interdependency.
This interdependency and interrelationship of
events have been more and more pronounced in the last
fifteen or twenty years with the advent of new technology,
new types of businesses, and the tremendous growth of some
businesses.

Thus, these new information systems, new

technologies and the sizes of businesses make it even
more important today that we account for and deal with
these interrelationships.
The Transportation Model —

A typical example of

an interdependent system might be the so-called
transportation problem.

In this situation, you

have a given number of sources of supply of a
product, a given number of points to which you
must transport this product, and a given cost of
transporting the product from each source to each
destination.

The problem is to determine the most

economical method of getting the product to each
destination from each of the sources.

For instance,

there might be three warehouses, A, B, and C, at
which you have 45 tons of product —
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Warehouse A, 10 tons at Warehouse B, and 25 tons
at Warehouse C.

Of these 45 tons, you must get

5 tons to Destination 1, 10 tons to Destination
2, 15 tons to Destination 3, and 15 tons to
Destination 4.

If the cost of shipping from each

warehouse to each destination is known, then the
most economical method (and the cost of this
economical method) of meeting these requirements
must be determined.
The classical methods of analysis could not readily
solve this type of problem.

Even the problem posed

above with three warehouses and four destinations
is difficult to solve by classical methods.

When

hundreds of sources of supply and hundreds of
destinations are considered, the problem is impossible to solve using classical methods.

Linear

programming techniques, however, allow solution of
the problem of obtaining the optimal or best method
of transporting the product (the best route over
which the product should move from sources to
destination) in order to attain the lowest transportation cost.

The cost of this best method can

also be determined.

Thus, the first problem of

management can be solved —

that of determining

the best program, given the conditions, and the
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cost of this best program.
In this transportation problem, we are also able
to take the same information and provide management with the data it needs on which to base
policy decisions.

That is, we can aid management

in the solution of a dual problem of finding the
most ideal conditions under which to operate.

We

can say, for instance, that by providing for and
shipping an additional unit of product, the cost
will change by so many dollars.

This is accom-

plished by taking into account all the combinations,
permutations, and consequences of the contemplated
change.

Classically, we would say, "Make the

change and hold everything else constant to arrive
at the difference in cost."

Linear programming

lets us say, "Make the change and vary everything
else as a result of this change in order to arrive
at the new optimal cost."

Data Accuracy —

Another problem occasioned by the

interdependency of a system is the difficulty of
specifying the accuracy of the data needed for
problem solution.

With the complexities involved,

how accurate does a particular piece of data need
to be to insure accurate results?
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problem, of course, has not been that of specifying
the accuracy, but rather that of finding the techniques to handle data which may or may not be accurate.
Using the newer techniques, however, the manager
doesn't have to worry about the accuracy of data
because the technique allows him to determine what
accuracy is needed in the data to assure that the
resultant program will remain optimal.

For instance,

in the transportation problem, he may be able to say
that even though he doesn't know the exact cost of
going from Warehouse A to Destination 1, the program
that he has computed is optimal if it is anywhere
between two dollars and one hundred dollars.
Slackness:
Another situation where classical mathematical
methods do not allow consideration of conditions that
actually exist is the situation of slackness.

Slackness

results when an action is commenced and nothing happens
until a certain threshold is exceeded.

For example, if

you have a warehouse, the capacity is no problem so long
as only a fraction of the volume of that warehouse is
being used.

It is only when full volume is approached

that it is a problem which need enter your estimate of
requirements.

This situation is not one that can be
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solved by the calculus.

With classical methods, the

warehouse fills, costs increase.

Using calculus, the

situation is always that of being on the variable part
of the cost curve.
plateau.

But in actuality, you are on a cost

With the new methods, we are able to state as

a stipulation that we should not worry about the capacity
of the warehouse until we have reached a certain point.
Only then is it necessary to worry.

Thus, we have made

our mathematics more accurately reflect the actual conditions of the world.
Qualitative Factors:
Classical economic and mathematical methods have
never been adequate in accounting for qualitative factors
which often enter into decisions —

what the competition

may do or such things as legal and union restrictions.
These conditions existed, but could not be put into the
mathematical models.

Operations research, however, gives

us techniques to consider the effect of these qualitative
factors.

One such technique is called the "game theory".

This technique can be illustrated in terms of two business
firms each trying to decide what is its best course of
action, not knowing what his competitor will do.
firm has its own objectives.

Each

But these objectives are

in conflict so that what is good for one firm will be bad
for the other.

The theory of games allows us to formulate
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a strategy for each firm (or player) so that we may say
to one of them,"If you do certain things for so long,
you will come out with an 'X' advantage over your competitor."

Thus we are able to tell the players what course

of action to take, considering what his competition might
do, in order to secure the maximum long-run payout to
himself.
Game theory must be taken one step further in
order to be able to give management an accurate operational
situation.

It is not satisfactory merely to say to manage-

ment that X percent of the time it should take one course
of action (for instance, maintain a stable labor force even
though production may be dropping) and the rest of the time
it should take a different course of action (lay off workers
as production and sales fall).

This does not really tell

management what to do in a particular instance.

We want

to tell management that "if the situation is thus, do
such and such —
do that."

and if the situation is something else,

What you really want to tell management is that

if certain things happen it should take certain actions.
To illustrate what we want, consider the problem
of sailing across the Atlantic.
to use fixed routes —

One way of proceeding is

pick the best route by one's

experience with the weather over a long period of time and
follow that route.

At the least, it would take many sailings
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to give the best weather at the least cost.

What is

preferable is to follow a conditional type of routing.
As reports of the weather are received, you use a rule
to determine the best route modification in order to
insure maximal economy and efficiency.

This is what

might be thought of as statistical decision-making

—

a combination of game theory and statistical techniques.
An additional illustration involves the classical theory of games.
of poker.

Think, for instance, of the game

Classical statistical methods do not accommo-

date the possibility of additional decisions that the
players might make. Classically we can compute the odds
of drawing to an inside straight, given the odds of the
way the deck might arrange itself.

You cannot, however,

calculate the odds and the probability of a man drawing
to an inside straight, then bluffing if he does not get
his inside straight.

Thus, in many games you may be able

to figure the odds on the rational mode of play, but not
really take into account the decisions that each individual player may make —

such as bluffing.

Similarly, in a business situation we may know
the rational course of action for our competitor.

We

may also know that this competitor has a tendency to do
things in a certain way or the firm has certain policies,
or is limited by certain legal restrictions.
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considerations cannot be adequately handled by game theory
or by any of the classical statistical methods.

However,

we are able to handle such a situation by combining the
theory of games and linear programming.

Game theory

allows us a very convenient way of thinking about things.
But linear programming allows us to make this conceptual
approach computational.
In summation, we are able to say that operations
research allows us to take qualitative factors of a problem situation into account.

It also permits use of

probability methods in attempting to determine

the optimal

solution to a problem.
Unstructured Problems:
Another type of problem where the quantitative
method provides insight is the "unstructured problem."
This is an area in which research is presently going on
and which has only tentatively been used to solve managerial problems.

In problem-solving, we are concerned with

an optimal solution, but we are also concerned with the
best method of getting to that optimal solution.

It is

of no real use to us to look at a great number of solutions,
none of which are optimal.

Thus we would like to find a

method of discarding those solutions which are not optimal.
We do this by a method of heuristics (which might be defined
as the art of highly plausible reasoning, not necessarily
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logically justified).

The heuristic method represents

another way of approaching a problem which can be used
in conjunction with the approaches previously described.
This method has great promise in the managerial area
for we eventually will be able to take ill-structured
situations where management is struggling to identify
the problem, and structure the situation so that management at least knows what the problem is.

An example of

such an unstructured situation might be the objectives
of this long-range planning committee in attempting to
define the problems of the profession and the role of the
profession in 1975.

We first want to structure the prob-

lem and then look for the solutions.
The heuristic notion focuses on the method of
sacrificing the solution, looks at methods that are not
the best possible methods themselves, and is willing to
satisfy part of the optimum solution.

In other words,

the heuristic method might be referred to as an improved
rule of thumb.

Its importance right now is that it may

show a way for the solution of unstructured problems.

And

a good many of management's problems are of this type.
The heuristic method is one which is now evolving.

In the future more and different new methods and

techniques and approaches to the problem will evolve.
The progress is continuing and accountants must be trained
to keep track of, guide, and evaluate this continuing
progress.
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PROFILE OF THE PROFESSION:

1975

OUR ENVIRONMENT AS VIEWED BY A POLITICAL SCIENTIST*
Long-Range Objectives Committee,

1962-63

American Institute of Certified Public Accountants

In outlining the probable profile of our profession in 1975 an important consideration will be the
political environment in which the profession will operate.
In this area the Long-Range Objectives Committee sought
the counsel of Dr. Morton Grodzins.
Dr. Grodzins' views were expressed to the
Committee under the following headings:
1.

Federalism - our basic political structure
with a national government operating In
conjunction with state and local governments.

2.

Metropolitan areas - problems of change in
terms of social movements and form of organization.

3.

Racial matters - problems of race and interaction with government.

*In considering where the accounting profession wants to
be in 1975, the committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. One of these experts was Dr. Morton
Grodzins of the University of Chicago. His contribution
to the committee's thinking is the basis of this paper
prepared by Malcolm M. Devore, a member of the committee.
The paper does not necessarily reflect the views of the
author or the committee.
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4.

Science and government - relationships in
light of vast sums being spent by government
for scientific purposes.

5.

International situation - relationship of
free enterprise system to democratic and
totalitarian forms of government.

Federalism
The amount of taxes levied (and the related expenditures made) by our federal, state, and local governments is
substantial and represents a significant percentage of our
Gross National Product (GNP).

For this and other reasons it

is important that we consider the importance of these governments to the public accounting profession and the environment
in which we will be operating in 1975.
The sheer size of governmental operations is a
cause of concern to many.

It is a common belief that our

government is getting bigger and bigger and hence - by
implication - is consuming more and more of our wealth.

A

corollary belief held by some is that we face the threat of
what may be called the "federal octopus."
This view sees the federal government increasingly
clamping down with regulations, intervening in business,
increasing taxes and, in the process, upsetting the federal
system by centralizing functions of government.

This view

(politically speaking) is held by some solid central groups
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and certainly by the extreme right.
Interestingly enough, even liberals approach the
expansion of federal activities as being necessary to meet
a "crisis" or as a temporary measure.

We have all heard

statements to the effect that "We need the federal government to do thus and so, but at such time as the states are
able to take over the function we should let them do it."
In evaluating the threat of the "federal octopus"
and of centralization of power in the federal government
it is useful to review the trend of governmental expenditures in terms of the shifting of resources from the private
to the public sphere.

For this purpose Dr. Grodzins com-

pared the four-year period from 1929-1933 with the fouryear period from 1956-1960.
Obviously expenditures, in terms of dollars, have
risen at all levels.

In terms of constant 1954 dollars and

expressed as a percentage of GNP, however, we find the
following (see*):

*Data exclude substantial expenditures such as interest,
social security, transfer payments, savings and payment
on loans. As Dr. Grodzins pointed out, however, the figures include all governmental expenditures considered by
economists to pre-empt resources. All expenditures
excluded (those not for goods and services) do not play
this resource absorption role. A social security payment,
for example, simply transfers funds from one income group
to another. It has to be taken into account when one
measures such things as the impact of government on the
redistribution of wealth or on full employment, but it
must be omitted when considering the transfer of resources
from private to public uses.
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1929-1933 1956-1960
Federal:
All purposes
2.54%
All purposes except national defense

All purposes

10.82%

1.82%

10.36%
1.48%

8.26%

In summary, federal expenditures for all purposes
have increased substantially between the two selected periods
(2.54$ to 10.36$ of GNP) but excluding defense efforts they
decreased (1.82% to 1.48% of GNP); comparably state and local
government expenditures decreased somewhat (10.82$ to 8.26$
of GNP).

Adding together the indicated percentages for

federal, state and local government expenditures for all
purposes we find that they increased from 13.36% (19291933) to 18.62% (1956-1960) of GNP, but civilian expenditures (excluding those for national defense) decreased
from 12.72% to 10.56% of the GNP.

(In considering these

materials, it should be borne in mind, as noted, that substantial government expenditures have been excluded.)
The foregoing data, according to Dr. Grodzins,
were derived from releases of the Bureau of the Census
and the Department of Commerce. 1
As to the "threat" of greater centralization of

1. Since Dr. Grodzins' meeting with the committee, he has
published (with J. Cohen) an article giving these data
In full, see "How Much Economic Sharing in American
Federalism?", American Political Science Review, LVII,
No. 1, March, 1963, pp. 5-23.
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power in the federal government, Dr. Grodzins does not
regard it as serious.
Dr. Grodzins explained by pointing out that there
are four principal forces Which interact in the area of
joint federal-state and/or local government activities forces which effectively control the influence of the
federal government.

These four forces he describes as:
President
Purse
Politics
Professionalism

The first two terms, President and Purse, are
factors making for greater national power.

It is the

voice of the President, speaking on behalf of the people,
which says the federal government has to do more.

What

allows the federal government to do more is that, quite
simply, it covers the whole nation.

This very attribute

of size makes the federal government a more efficient tax
collector and hence the federal "Purse" is larger.
But the Purse power is controlled by Congress
and Congress is heavily controlled, politically, by the
states and localities; accordingly Politics - the third
power - is an effective counterbalance.
Many stories could be told illustrating the
efficacy of Politics as a counterbalance to the President
and the Purse.

Reflection alone, however, substantiates

the validity of this; members of Congress are elected by
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their local constituents and hold office just so long as
they are responsive to the needs of their constituents.
The power of Politics is felt not only in legislation but may be even more important in the administration
of resulting programs.

In this connection it should be

borne in mind that most federal programs (in the non-defense
area) are carried out in collaboration with state and/or
local governments; and that the representatives of the
state and local governments usually outnumber the federal
representatives.
Of course, the federal government can, in theory
at least, withdraw its financial support if the states and
local governments do not conform to the appropriate rules
and regulations.

Dr. Grodzins notes, however, that this

is almost never done.

What is done, in practice, is for

the parties at interest to compromise their views and thus
to achieve an accommodation.
Another aspect of the problem is that various
federal programs are born in the state and local governments; they may see a need and, for various reasons, they
go to the federal government with a suggested program
(the urban renewal programs under the jurisdiction of the
Housing and Home Finance Agency are good examples).
are a number of reasons why this is so:

There

One is the belief

held by some that "If we get the federal government to pay
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for this, it will cost us less"; another is that the large
cities don't know where else to go.

The magnitude of

large city problems is such that the local tax base will
not support needed programs; and since many of the state
legislatures are rurally-minded, the cities do not know
where to go except to the federal government.
Understandably the President is going to give
these requests serious consideration.

He feels that he

must be responsive to the needs of the people; and there
are a lot of people (voters) in cities.

Incidentally, this

is why Presidents have historically been more responsive
to the cities than has Congress:

the great metropolitan

areas supply a crucial part of the electorate which elects
the President.
The fourth of the four "P's" mentioned by Dr.
Grodzins is Professionalism.

Where the first two "P's",

President and Purse, are nationalizing forces and the
third "P", Politics, operates mainly to strengthen the
state-local side, Professionalism is a mediating force
between the two.

As is true in non-government activities,

federal, state, and local workers have their professional
organizations - the Highway Engineers, the Welfare Workers,
the Public Health Workers, etc.
These professional organizations tend to draw
loyalties of workers to their professions rather than to
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the entity which pays their salaries; for example, doctors
who are members, say, of the Association of Mental Health,
think of themselves first as being doctors, not as employees of a city, a state, or of the federal government.
Through their professional organizations the
employees of the cities, the states and the federal government look upon their problems, the challenges of the work,
as common problems, common challenges.
Another interesting aspect of the "Professionalism" matter Is that it operates to expand the role of
government in our lives.

It is not that a man says "Well,

government is the important issue, therefore we should have
more government."

It is that he says "Our mission (agri-

culture, roads, health, etc.) is so important we have to
get more money so that we can do it better."

This is the

passion of the professional and not the passion of somebody
for a larger entity called government - though larger
government follows from expanded services.
Dr. Grodzins believes we are going to see more
government services in the years ahead - more services,
more dollars though not necessarily requiring a larger
portion of our GNP.

He believes, however, that the influ-

ence of states and local governments will continue to grow
and continue to act as a check on centralization of power
In the federal government.

He particularly believes more
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public services will result if we reach an international
state where we can materially reduce our defense expenditures; he then believes we will have a proliferation of
desirable non-defense services, particularly in the areas
of transportation, education, recreation, sanitation, and
justice.
As government grows, do we in the same measure
lose our freedom?

There are those who believe we do.

There are those who believe any administrative action by
government decreases our freedom.

Dr. Grodzins believes

this to be an overstatement and that administrative acts
of a government do not necessarily reduce our freedom.
Another aspect of the "freedom" question arises
in the regulation of business.

Does the fact of govern-

ment regulation materially impinge on freedom?

Regulation

does impose restraints but restraint need not be equated
with loss of freedom; it may make freedom possible.
Many businesses today are regulated - transportation, banking, insurance, are a few.

In operation,

however, the "regulated" have a strong voice in the
regulation process.

In many cases the regulatory offi-

cials have been drawn from the industries regulated, for
from this source the government is able to obtain men
knowledgeable of the problems of the industry.

Then, too,

in a very real sense - and most particularly in a democracy
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the governor rules with the consent of the governed.
Dr. Grodzins accordingly expresses his belief
that we need have no real fear of loss of freedom;
restraints, yes - loss of freedom, no.

He appropriately,

however, warns against complacency for conditions do
change and the best way to invite adverse developments
would be to become complacent.

(Incidentally, Dr. Grodzins

states that the scope of our Federal government in nondefense areas is far smaller than the scope of central
governments of other major countries in the free world.)
In this same area it may be noted that activities
in the public sector (at whatever level) do not necessarily
crowd out activities in the private sector.
often supports the other.

In fact, one

An example would be the construc-

tion, by the government, of a dam.

The waters impounded by

the dam are then frequently converted by private entrepreneurs for recreational purposes - boating, fishing, camping,
etc.
Another aspect of Federalism concerns the government as a third force, a balancing force between management
and labor.

The role of a third party is usually not a

happy one and, for the most part, the government has until
now avoided

it.

It would seem reasonable to expect that

government will not move too quickly in the direction of
enlarging its third-force role.
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on the part of the government is that a third party usually
makes someone unhappy and this tends towards alienation of
support (and votes).
There are three additional areas in which Dr.
Grodzins foresees changes which may be relevant to the
public accounting profession.
The first is the role of the federal government
as a tax collector.

At the present time state and local

taxes are Increasingly becoming "consumption" taxes.

As

such they tend to be regressive and hence are less attractive politically than non-regressive taxes; also there are
practical limits to the amount of any taxes a state or
local government is willing to impose, given lower tax
rates in nearby places.

Accordingly, Dr. Grodzins thinks

it reasonable to expect income taxes to grow in importance,
particularly as they affect state and local governments.
(Dr. Grodzins discussed taxes in a general sense; he did
not discuss the taxing structure or how income taxes
should be imposed.)
Dr. Grodzins considers the federal government to
be a more efficient tax collector than states or local
governments.

Accordingly, Dr. Grodzins thinks it highly

possible that the federal government in the future may
well (in some manner yet to be worked out) collect taxes
for the account of the states.
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Dr. Grodzins also sees a possible future change
in the basis on which grants-in-aid to states may be allocated.

He thinks it likely that grants will be allocated

in proportion to the states' "tax effort", that is according
to a state's own taxes related to its taxable wealth (as
opposed to, say, a straight per capita basis).

For example,

the economically poor State of Mississippi taxes itself
proportionately more, relative to Its taxable wealth, than
any other state; under the possible new concept it would
get proportionately more grants-in-aid than other states
making less tax effort.

If this method of allocating

grants-in-aid becomes popular, it will pose numerous problems in measuring economic data and accordingly will be of
interest to the accounting profession.
The second area in which Dr. Grodzins sees changes
concerns the efficiency of governmental operations, particularly at local levels.

Considering the magnitude of

governmental efforts Dr. Grodzins' experience leads him to
believe that federal operations are relatively efficient;
he recognizes that operations need continuous review, that
large organizations (such as the Department of Agriculture)
pose particular problems that ordinarily accompany size,
and that new organizations (such as the National Aeronautics
and Space Administration and Atomic Energy Commission) are
probably subject to less effective controls than older
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organizations, but all in all he believes our federal
government to be relatively efficient.
Dr. Grodzins' experience with state and local
governments (particularly local), however, leads him to
believe that they are relatively inefficient; there are
notable exceptions but in general he believes this to be
so.

It is in this area that Dr. Grodzins believes the

public accounting profession should be able to be of assistance in, for example, establishing and testing criteria of
effectiveness.
The third area concerns the manner in which
government operations are reviewed and made accountable
to the public.

Here there are two schools of thought; one

says that the best way to get accountability is to encourage professionalism as rapidly as possible because the
creeds of the professions will include effective service;
the other school of thought holds that accountability is
best accomplished politically - i.e., to permit public
scrutiny of activities and to solve disagreements through
the political process.
The "attest" function of public accounting would
serve well with either school of thought or with a combination of both.

To the extent that professionalism increases,

the less there would be of public scrutiny and the greater
the need for the attest function.

To the extent that public

scrutiny Increases, one might well ask what better method
of scrutiny exists than the attest function?
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Metropolitan Areas - Racial Matters
The character of our large cities is changing
and the changes are posing, and will continue to pose, substantial problems for the nation in the years ahead.
In the past a profile of our large cities showed
a reasonable mixture of various income levels, low, middle,
and upper.

Since the interests of people vary with their

Income level (possibly due in part to the economic ability
of middle and upper income groups to indulge their interests)
our cities have represented a wide diversity of interests.
It has been this wide diversity that, in part at least, has
made large cities "exciting" to so many people.
Over the years, however, the in-migration to our
large cities has been preponderantly by low income, minority
groups.

And concurrently the pressure of the low income

groups has tended to force our middle income groups to the
suburbs, hastening a movement that automobiles and superhighways would have In any case encouraged.
The combination of these factors has substantially
increased the problems of the inner city.

As the income

level has declined we find the tax base tending downward
while the demand for services to combat the problems of the
lower income groups - slums, poverty, delinquency, crime has increased.
As the migration of the middle income groups to
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the suburbs has continued the Urban Renewal Administration
(originally conceived as an instrument to provide better
housing for slum dwellers) has become a vehicle for rebuilding the business districts of the inner city.

And

as marginal housing has been razed to rebuild the inner
city the occupants of the marginal housing move a few
blocks and tend to displace persons in the middle income
bracket - thus continuing the push of the middle class
groups to the suburbs.

Dr. Grodzins sees a counter trend

with some high income groups returning to the cities to
live in the expensive high rise apartments built on former
slum land; so far it is not a consequential trend.
Concurrently with the change in the character of
our large cities there is a discernible movement on the
part of the federal government to interest itself in the
structure of local government at the metropolitan level.
In Dr. Grodzins' opinion there are a number of
problems that usually need be considered on a metropolitan
basis; examples are transportation, air and water pollution,
and water supply.

He does not believe, however, that this

necessarily requires a metropolitan-wide government.
Furthermore, many of the basic problems of the large cities crime, poverty, delinquency, etc. - are going to exist regardless of the kind or size of the local governments.

Nonetheless

Dr. Grodzins believes the efforts of the federal government
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will continue in the direction of encouraging metropolitanwide governments.
Dr. Grodzins believes one of the more important
needs with respect to the problems of the large cities is
to improve the economic level of the minority groups; this
means, essentially, improving the economic status of the
negroes who are our largest minority group.

Since many

of these people represent unskilled labor It will be a
difficult problem.
Education will help, but not quickly.

Other

writers on this subject have suggested trade-school type
of training as holding a good deal of promise.
In any event, this problem of the large city is
a major one and deserves major effort.

Until the problem

is resolved Dr. Grodzins believes the resulting negro-white
separation represents the greatest internal and national
problem we face.
The problem has a number of political overtones
that should be recognized.

The most important is probably

that cooperation between the inner city and the suburbs,
and the inner city and the state, already difficult to
achieve, will become increasingly difficult to obtain as
the inner cities become more and more dominated by non-white
groups (see also comments at bottom of page 6 and top of
page 7 re tendency of cities to request aid from the federal
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government).

Possibly the problem of cooperation is one

reason the federal government tends in the direction
of
o
favoring large metropolitan governments.
Science and Government
Dr. Grodzins believes that the sheer magnitude
of government expenditures for science (research and development), already legislated and contemplated for the years
ahead, poses many problems; he believes the public accounting
profession should be able to help in solving some of these
problems.
The nature of these problems become apparent when
we consider just one such contemplated expenditure; the
effort to place a man on the moon.
just what the effort will cost.

No one knows for sure

Estimates of thirty, forty

or fifty billion dollars have been voiced.
ultimate cost may be one hundred billion.

Possibly the
Since it is

difficult to visualize sums of these magnitudes, it may be
useful to consider them in terms of other activities.

The

cost of the trip to the moon, if it costs the conservatively
estimated forty billion dollars, would be the equivalent
of the cost of providing more than twenty TVA's.
So the first major problem posed Is the rationality of public expenditures.

How do we decide how best to

utilize our available funds?

How do we decide that the

federal government should spend three or four times as
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much annually on roads (as it does) than on education?
Admittedly these are difficult problems.

But there is

no gainsaying that the sheer magnitude of our contemplated
expenditures will make it more necessary than ever to
"pick and choose"; only how do we do it?
As to this problem it is possible that the public
accounting profession could help in developing a methodology
for examining these questions; even suggesting the terms of
reference with which these issues could be established and
discussed would, in Dr. Grodzins' view, be a most constructive contribution.
Another aspect of the relationship between science
and government is that substantial portions of the government's scientific efforts are allocated to corporations
(some of them non-profit), virtually all of whose work is
government supported; so much so that they are almost an
arm of the government.

The usual competitive standards of

effectiveness for such concerns do not operate, yet taxpayers are entitled to know whether or not their operations
are as efficient as possible.
"Efficiency" is not the only issue.

Since these

corporations perform public services they should also be
held accountable to some standards of the public interest.
An ordinary government department is scrutinized by a large
number of public bodies that are intent upon discovering
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whether the public interest is being served.

These include

congressional committees, the General Accounting Office,
appropriations committees, the Bureau of the Budget, and
many others.

The half-private, half-public corporations

for profit doing the public's business escape all or most
of the scrutiny.
Dr. Grodzins believes the public accounting profession might be able to help in developing a methodology
for better defining the public interest, public policy
objectives, and other means by which a review could be made
to ascertain that the public interest is being protected,
that policy objectives are being met.

He thinks that

Certified Public Accountants, and their professional organizations, are well qualified to aid in establishing such
standards and the means of measuring their fulfillment,
and sees here a significant expansion of the attest function
of the public accounting profession.
Another problem concerns the role of scientific
advisors to our government.

In some cases the "advisors"

are also affilliated with corporations or universities to
which important research funds are allocated.
ingly have a "conflict of interest" problem.
"conflict of interest" arrangements be barred?

We accordShould such
Or should

the government rely on "disclosure" of the conflicts and
depend upon other means (public scrutiny, attest function,
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etc.) of assuring itself that the relations are fairly
exercised?

Here again are areas in which the public account-

ing profession might be of help - certainly in the attest
function and quite possibly in developing methodologies for
control purposes.
Another possible "conflict of interest" - although
of a nature completely dissimilar to that just discussed lies in the competition between government and industry for
technical scientific personnel.

The problem is placed in

sharp focus with the statement that the National Aeronautics
and Space Administration (NASA), could next year use every
graduate of every engineering school in the country!

If

the public interest really requires that NASA have such
personnel either we must increase the supply (a long-range
project) or we must get into some form of national planning
and "rationing" of technical skills.
In summary, Dr. Grodzins sees the large expenditures by our government for scientific purposes as posing
many problems.

He believes we have a great need to establish

our objectives more clearly; and then establish the necessary
means to assure ourselves that our objectives are being met,
and that the public interest is being protected.
the public accounting profession can help.
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International Situation
Dr. Grodzins sees the present conflict between
nations as being essentially a conflict between some form
of democracy and some form of totalitarianism.
He does not view the conflict as being between
the free enterprise system and totalitarianism. Totalitarian governments can have a considerable measure of free
enterprise.

He cites Germany under Hitler where the market

was relatively free; also Spain under Franco which has a
freer market today than heretofore.
Dr. Grodzins also cites Denmark which has a high
tax rate - far higher than ours - and a considerable amount
of state intervention.

Since Denmark is under the worrisome

shadow of Russia, one could reasonably expect a movement
toward totalitarianism.

Yet Denmark today has completely

free elections and all the other attributes of a vigorous
democratic nation.

It has government-owned television, but

obsolute equality of time so that no member of the leading
political parties wants to talk on television because to
do so would result in equal time being granted to the
Communists (a noisy minority party in Denmark).
Dr. Grodzins thinks the real problem is in
American public opinion which conceives democracy as being
only in our own model; and that everything that doesn't
look exactly like our government is ipso facto undesirable
and undemocratic.

As previously noted he feels that a
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considerable amount of state intervention can exist in a
democracy although he does not believe that it is possible
to maintain democracy with complete state ownership of the
means of production.
In the years ahead we will have continuing conflict
between some form of democracy and some form of totalitarianism.

It is therefore important, Dr. Grodzins believes,

for us to recognize that democracy need not come only in our
model.

He further believes that democracies of other

countries, both today and in the years ahead, will have a
considerable measure of state intervention.

This will be

so because these countries are impatient to catch up and
(politically) are, and will be, unwilling to accept the
slow progress inherent in our model of democracy.

(Some

five years or so ago the writer of this paper heard a missionary from South America make the identical observation.)
Possibly the United States would feel the same if its democracy were emerging today instead of in 1776.
Dr. Grodzins further believes it important that we
realize these things since he regards it as necessary that
we continue to help other democracies whose model may not be
our.

Not to do so might result in the Communists taking

over, and then it might take a hundred years to get the
country back into the democratic fold.
He also believes we must continue to "build bridges"
to the other parts of the world.

The better we know each

other the more we ease conflicts and tensions.
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FROM THE VIEWPOINT OP THE CORPORATION EXECUTIVE*
Long-Range Objectives Committee,

1962-1963

American Institute of Certified Public Accountants

Corporation executives are among the most
important consumers of our product.

Any projection of

where the accounting profession will be in the future must
necessarily weigh carefully the opinions and needs of these
consumers.

To this end, the Long-Range Objectives Committee

met with the president of a small, family-owned corporation,
and with the president of a large publicly held corporation.
This position paper sets forth the views expressed
and/or endorsed by these corporate executives, under the
following subjects:

*In considering where the accounting profession wants to
be in 1975 the committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. Two of these experts were Mr. Saul
Warshaw, President, Atlantic Gummed Paper Corp., Brooklyn,
New York; and Mr. Emerson E. Mead, President, SCM Corporation, New York, New York. Their contributions to the
committee's thinking are the bases of this paper prepared
by David F. Linowes, a member of the committee. The paper
does not necessarily reflect the views of the author or
the committee.
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INTERNATIONAL ENVIRONMENT
The obvious phenomenon that we are competing
with another economic system must be considered in any
future planning.

Competition with the Communistic system

has already forced changes in our economy, and it is
bound to pressure us to continue to make changes.
Although neither side would like to accept the
fact that it is borrowing from the other, the circumstances
clearly point to such a development.

Many of the things we

are doing today in the space race, oceanography, and nuclear
physics are the results of our competition with Communism.
Necessarily, the control of our economic life by
Government will intensify.

In order for the United States

to compete in world affairs, our economic system will
become more centralized.
Within the next 15 years we can expect the economic systems of Communist dominated countries and of
Western civilizations to develop more similarities.

This

does not necessarily mean they will become more friendly.
To Survive and compete each system must borrow successes
from the other.

It is reasonable to expect that if Govern-

ment support of education in Communist Russia proves more
successful, we in this country may be forced to change our
relationship to education.
Tighter control of our democratic economic
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institutions by Government will evidence itself by control
over product lines for specific companies, and the allocation of specific market areas.

Government may also be

expected to control prices and wages.

We already have

some evidence of this direction in the previous U. S. Steel
Corporation price increase attempt and in the recent handling
of the shipping strike in New York.
The next decade could very well witness the establishment of four international power blocks rather than the
present two.

These four power centers could be the United

States, Soviet Union, European Common Market and China.
two could align themselves against any other two.

Any

Such

shifting of realignment would expand the military program of
our country, and increase Government domination of our
economy.
DOMESTIC ECONOMY
Big Business Gets Bigger
Mergers are a real concern to businesses of all
sizes.

Big businesses become larger through the merger

route, forcing small companies to live by their wits in
order to survive.

The one advantage of small business

which must be continually stressed in competition with the
merging giants is that small business can move more quickly
with changing needs than can a large integrated company.
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Most small business recognize mergers and integrations of
large corporations as inevitable, and try to protect their
own vulnerability to sudden changes in sources of supply
and/or customer losses by diversification.
Large corporations keep getting larger so that
today a corporation doing a hundred million dollars a
year is not considered to be an especially large corporation.
So many companies are moving up to the multi-hundreds of
millions and billions, one frequently wonders where this
bigness is going to stop.
Creeping Government
We are facing increased Government control of
our economic life.

The hope is that it will remain eco-

nomic control and not political.

The degree of Government

intervention in business will be determined to, some extent
by what happens outside our borders, but America will
continue to be a strong democracy.

If shooting should

develop in South America, our Government would be required
to impose greater controls on our economy.

Tighter control

of our economy would not materially affect political
freedom in this country because of our strong liberal
tradition.
Pressures from the outside could very well put us
on a quasi-wartime basis, and as a matter of fact, we have
largely a military economy today.
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have grown up in recent years exist only on military
orders, and a goodly number of well-established older
companies exist to a heavy extent on military orders placed
directly or indirectly by Government.
Profit Motive of Business
Business always operates within certain constraints
that Government imposes upon it.

Within those constraints,

the purpose is to maximize wealth.
The primary impelling motive in business is profit.
Good social relations by a business organization is largely
for the purpose of good labor relations which, in turn, is
for the purpose of more efficient productivity and profits.
The profit figure is considered a barometer of the success
in the management of a business.
If labor costs get so high that a particular
industry cannot compete in the world market, that industry
will be forced either to move to an area in which labor
costs are lower or it will be forced to liquidate.

If a

number of companies are confronted with this choice, our
Government will act.

Government has social responsibili-

ties and in carrying out the social responsibilities, it
will establish controls over industry.

When Government

enters the picture, the pressure generally is on management,
not labor.
European countries are just now beginning to get
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a taste of constantly increasing wage costs but it has
not yet had a limiting affect on their competitive advantage.

If the United States continues to increase wages

by the present 4% a year and the Western European nations
and Japan continue to increase wages by the present 10% a
year, it would be 1987 before they would catch up.
One result of this great disparity of wage rates
throughout the world and the basic necessity for American
business to produce profits is that this country will tend
to concentrate on products which are very low in labor
content.
Paper Work
Paper work in business is becoming increasingly
critical.

Much of this is the result of Government pushing

onto industry jobs which are basically not industry's
function, such as tax collections.

In addition, increasing

regulations imposed on industry necessarily creates more
and more paper work.

This results in an increase in the

relative number of white collar workers.

Automation also

substantially increases the percentage of white collar
workers in our labor force.
Prom 1950 to 1960 white collar workers increased
28.4%.

Clerical workers alone increased 33.3%; and tech-

nical and professional workers increased 56.3%.

There

does not appear to be any lessening of this trend.
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Negotiations with unions is a serious problem
to business and it will continue to be so in the foreseeable future.

There is no evidence that labor representa-

tives are prepared to accept the economic facts of life,
nor to evidence statesmanship in their relationships with
management.
The position of labor vis-a-vis management is
that of an antagonist.

Each contract negotiation session

finds labor trying to get all it can.

At the end of each

labor contract negotiation costs of production increase,
yet prices of product manufactured must remain relatively
constant because of competition, especially foreign
competition.

Management has very little control over the

prices of its own product.
This constantly increasing labor cost forces
management to continually strive to extend automation.
At the end of each round of wage increases, management is
forced to buckle down to attempt to employ more machinery
to perform more and more of labor's function.

Management

has also been forced to constantly sharpen and refine its
procedures as well as to attempt in every way possible to
develop new machinery which will increase efficiencies.
This is the only means of offsetting the continuing effect
of increasing labor costs without commensurate increases
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in selling prices.
Union representatives with whom management must
negotiate are educated, well-trained specialists in this
field.

They are competent and move from plant to plant

to negotiate labor contracts as they expire.

Management

is no match for them, especially in view of the political
climate today.

Attempts by management to bring in special-

ized consultants for negotiating with union representatives
have not helped appreciably management's efforts in
wrestling with union negotiations.
Social Welfare, Business, and Labor
With unionism the profit motive seems to intensify
because business tends to be less altruistic towards its
employees.

Unions view any unrequested benefits given

employees as paternalism, unless such benefits are clearly
obtained by the union through negotiations.

Consequently,

management is more inclined to voluntarily take a personal
interest in their employees' welfare when non-union shop
conditions prevail.
The same feeling exists with reference to participation in socially beneficial civic activities by management.

In union dominated shops, management would be more

inclined to sit back and wait until its participation in
such activities is pressured.
in terms of financial contributions to charitable
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organizations, such pressure takes the form of solicitations
by a large customer of the particular company.

Business

views this method of coercing contributions with disdain,
but continues to participate because it is "good business".
Actually, however, if these pressures did not exist, it is
unlikely that management would be motivated to participate
substantially in contributing to social welfare.

Business

is primarily concerned with the profit motive.
In a large metropolitan area such as New York,
most business has practically no association with the community and therefore does not seek to develop any particular
image as a "good citizen".

In a small community, on the

other hand, because of its closer association with the people
of the community, management would be inclined to actively
participate in social welfare endeavors.
Nevertheless, most philanthropy by management is
dictated by business considerations.
Labor - Management Hostilities
Although some people believe the hostilities or
sense of conflict between the working force and management
is completely artificial and merely a heritage from the
alleged exploitation of labor by management several decades
ago, intelligent management today recognizes that long-range
mutual interest warrants cooperation with the working force.
On this cooperation frequently depends the success of
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business.

It would appear, therefore, that what is required

today is the invention of some device to clearly identify
that both management and labor are interested in the same
thing.

However, the practical situation is that at the

expiration of each union contract the same basic fights
develop.

The problem is difficult to solve largely because

union leadership interprets any action on the part of
management leading towards cooperation as a union softening
device.
When you approach any individual employee as an
individual, the employee seems to sympathize with management's position, but as an organized body in the name of
a "union" the individual employee's viewpoints seem to be
molded into a different mold.
Apparently there is a division between labor and
management which cannot be glossed over, and no device
presently known can lessen the divergence of interests
which really prevails.
Future of Labor-Management Relations
It is believed that the labor-management situation during the next ten years will worsen.

Labor's

voice will continue to strengthen, largely because of the
political voting power represented by hundreds of thousands of union members.

It is believed that Government

when it does involve itself in labor-management disputes
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will continue to move in the direction of labor's side.
Union membership will be a lesser part of the
total population in the next decade.

This Is so because

automation is reducing the relative number of blue collar
workers; whereas the white collar worker will continue to
increase quantitatively and qualitatively.

Both small

business and big business are being affected in the same
manner.
Constantly increasing wages which has contributed
to inflation has had its toll.

Labor keeps fighting for

more dollars but the dollars it gets keep getting cheaper.
Perhaps we may see a changing attitude on the
part of labor as its earnings continue to increase.

We

already have a more sophisticated type of worker than we
had ten years ago.

In the years ahead, as the average

worker begins approaching the $10,000 a year earning level,
we may expect his attitudes to change.

This change in

attitude will also carry with it the exertion of pressure
on producing organizations to produce what the workerconsumer wants.

Historically the producer has forced on

the public what he thought the public might want, but
increasingly the sophisticated worker as part of the great
consumer body will make his demands heard.
Industrial peace is an important factor to our
whole economy.

Business has been pressured for years by
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labor for wage increases which did not bear a reasonable
relationship to increased productivity.

This poses

obvious problems with respect to our ability to compete
in a world market.

Nevertheless, when management enters

into negotiations with labor, it generally becomes a
bargaining session.

Labor bargains to get as much as it

can without reference to productivity.

This is not a

healthy situation for our economy.
Such developments as the European Common Market
intensifies the difficulties faced by American industry
in its attempt to survive, in the face of this ever-present
labor problem.

As the standards of living rise in the

Common Market countries and labor rates keep going up
there, perhaps some of the pressure on American industry
may be relieved.

But, it is not conceivable that the

economics of the foreign countries will, in the foreseeable future, move up to the high standards of living
enjoyed by the United States.
An example of the great disparity of the wage
rates throughout the world is reflected in the steel
industries of the United States vs. the rest of the world.
Based on a survey In the publication "Economic News", the
composite wage rate of the world in the steel industry
is $1.00 an hour as against $4.13 an hour in the United
States.
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The labor problem is the one area in which business
does not seem to have a constructive solution.

Everyone

says it will get worse, and yet it is the only area in our
economic life in which there is no systematic way of resolving the disputes.

This is so because unions have become so

powerful politically and financially, and at the same time
they are not subject to the restrictive regulations to which
business management is subject.
THREE ACCOUNTING FIRMS IN SIX YEARS
One Businessman's Experiences
Some experiences of a small, growing company in
its relations with CPA firms are revealing.

This small

company had three different accounting firms over a six
year period.
The first accounting firm was one which had been
with them for quite some time.

This firm's conception of

its function was limited to bookkeeping, to the rendering
of statements, and to the preparation of tax returns.
was an extremely small firm.

It

As time went on the client

began to realize it needed something more than these basic
technical services, especially in the way of financial
advice.

It felt it had good engineering, production, and

sales capability but was quite weak in financial matters.
The small CPA firm was not filling the void.
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The decision was made finally to switch to a
somewhat larger CPA firm which appeared to be better
organized.

This firm was made up of approximately 20

accountants.

Although it told the client the direction in

which it should go, the firm did not have the capability
to guide the client.

The client wanted someone to take it

by the hand in financial matters.
After a few years with this medium-size CPA firm,
the president of the company felt that he must make a change
again in order to secure the type of professional services
he should have.

This time he went to one of the large

national firms.
Now he feels he is in good hands.

This large

well-organized national CPA firm not only tells him the
direction to go, but furnishes specialized manpower to
help him get there.

Apparently he is now receiving the

professional accounting service he requires.
The types of problems which this small corporation faced and needed assistance in were primarily in the
preparation and operation of a budget, and the establishment
and maintenance of cost controls.

The medium-size CPA firm

which previously serviced this company had pointed out the
necessity for these things, but was not able to help its
client establish them.

As a matter of fact, it was never

clear to the client just what the capabilities were of the
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medium-size CPA, firm, as the firm never explained the
nature of professional services it was prepared to render.
The moral of this frequent changing of accounting firms is that no matter how small a business is, if it
wants to grow it must have more than technical bookkeeping
service.

It needs advice.

Therefore, members of the CPA

profession should not limit themselves to technical services,
but rather be prepared to give advice and guidance to business.
The advice and guidance requested of CPAs and
other outside consultants should not be interpreted to mean
that the businessman expects consultants to make decisions
for him.

The responsibility for final decisions must always

be clearly that of the businessman.

The advice he receives

from his outside consultants is weighed by him in making
his final decision.
With the national accounting firm the small
corporation feels it is receiving excellent personal attention from high caliber people.

This particular national

CPA firm has a small business department, and the client
feels entirely comfortable and adequately serviced through
this department.
The client especially appreciates the method of
operation of this firm.

In budget and cost control guidance,

the CPA did not erect a framework of a system and attempt
to push it into the client's organization.
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had the client develop the mechanisms it needs, with appropriate guidance by specialists of the accounting firm.
When the small business client first looked to
the national CPA firm to assist it with a budget and cost
system, the client expected the firm to build a framework
and push it into the organization.

The national firm

actually switched the thinking of the client by explaining
that the proper approach is for the client itself to build
the budget and cost system, with the advice and guidance
of the CPA as a consultant.

The client is extremely

pleased with this development.
Apparently even the small businessman feels the
need for working with specialists within an accounting firm.
He is aware that the areas of taxes, costs, budgets, acquisitions, etc. are highly technical fields and that no
one man can be expert in all these fields.

The client

believes, however, that the CPA in charge of his account
should be closely aware of what is going on.
The smaller accounting firms made no effort to
seek out the legal firm of the client when discussing tax
matters.

The national accounting firm did meet with the

lawyers, and apparently took up tax matters with them.
Any accounting firm should have the manpower
capacity to assist small business, especially in view of
the pressures being placed on American industry by foreign
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competition, and by possible increased Governmental regulations.
SERVICE OPPORTUNITIES FROM THE VIEWPOINT OF SMALL BUSINESS
Businessmen would welcome suggestions from their
CPAs In areas with which they might not be familiar.

One

such area is timely suggestions for diversification.

The

businessman would not necessarily expect the accounting
firm to come up with specific recommendations for diversification, but he does feel that a suggestion that it be
looked into is proper.
An accounting firm should study carefully the
requirements of small companies and attempt to help them
in all financial areas.

This would include recommending

the engagement of reputable insurance consultants, or
traffic consultants or gas rate consultants.

Many small

businessmen are not even aware such specialists exist, and
they would be grateful to have recommendations by accounting
firms by means of a list of such reputable advisers.
Presently most small businessmen learn of the
availability of these specialists quite painfully over the
years.

The CPA could very well be the central agency to

which a businessman would turn for information of this sort.
A service which accountants might render clients
is to sit down once a year with the top management group
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for several hours of brainstorming.

All sorts of ques-

tions could be asked in the areas of taxes, estate planning,
diversification, and the like.
Matters falling within the finance function,
office function and general administrative function are
appropriate for consultations with CPAs.

CPA's areas of

competence fall in almost any area of the management information system, where there is a structure body of knowledge.
Opinion surveys are not within the realm of CPA service.
If CPA firms were to get involved in industrial
engineering service, they would have to apply the same high
standards of competence as is now applied in their accounting service.

Any work performed by any specialized person-

nel under the auspices of the accounting firm would be a
reflection on all of the work of that firm.

It is doubtful,

however, whether problems involving mechanical, technical,
or engineering knowledge fall within the realm of the CPA
firm.
Although data processing and automation involve
engineering know-how as well as accounting training, responsibility for serving business in these areas more
appropriately falls to the accountant than to the engineer.
Accurate costs including fringe benefits to labor
are desirable data to have, but it is not believed that
such information would be of any significant aid in convinc-
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ing unions of management's financial problems.

This is so

because union representatives do not negotiate on a basis
of costs and profits, but rather on the basis of what it
can get.

It is possible that CPAs could be of some help

in negotiating with unions but they have not been generally used in that capacity.
Generally, business is quite skeptical of outside
consultants, but this skepticism does not extend to CPAs.
The accountant occupies an enviable position as a consultant in dealing with business.

He does not carry the stigma

which attaches to most business consultants.

The business-

man thinks of the CPA as one who deals in rather precise
data.

Accordingly it is not appropriate for CPAs to get

Into merchandising or marketing surveys.

These areas are

not precisely defined and require build up and glamour in
order to sell their service to the client.

Businessmen

do not want to think of their CPA firm as doing a selling
job on them.

Marketing men and advertising agencies sell

their services by merchandising themselves, and as a result
create skepticism and suspicion on the part of the client.
The businessman would be inclined to turn first
to his accountant in matters dealing with aggressive
expansion by way of acquisition.

The pilot man in any

acquisition program by a client would be the CPA.
Although the businessman knows that financial
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statements reflect financial condition and operations of
his business, he believes he is not competent to pass on
the merits of which accounting methods are used.

He would

only do so if the significance of the various choices are
clearly spelled out to him and he were requested to make
a decision.
Present financial statements are understandable
to businessmen and adequately reflect operations and financial condition.

They do not regard the financial state-

ments as a mechanism for internal protection.
SERVICE OPPORTUNITIES FROM THE VIEWPOINT OF BIG BUSINESS
The large corporation executive summarized his
views as follows:
1.

Consideration not oriented to accountant's clients:
The considerations of the American Institute

appear oriented toward the interests of the accounting
profession only with little consideration given to the
wants, needs, and problems of the clients served by its
members.

Education problems, professional ethics, person-

nel procurement, and social obligation are important but
not client oriented.
2.

Assistance against anti-business social forces:
Clients served by public accountants could be

materially assisted in their management and profit problems
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by stronger, better integrated positions of public accountants against anti-business social forces including:
(a)

Resistance to the creeping intervention of
Governmental bodies into private business
(a deterrent to socialism).

(b)

Assistance to reduce high taxation of corporations and high salaried executives through a
stronger, united position regarding the tax
laws.

(c)

Giving better visibility to the necessity for
profits, the benefits of profits.

Create a

more favorable public image for corporations
and their managements.
(d)

Assistance in the continued demands of organized
labor, particularly in fact-finding on productivity.

3.

Assistance with international operations:
Most companies do not have locally all the

special skills needed, and these could be supplied by
public accountants.

This would include special management

services, as well as accounting services.
4.

Business acquisition opportunities:
Public accounting firms could be cognizant of

acquisition programs of their clients and offer appropriate candidates.

Assistance could be given in evaluations
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of prospective acquisitions.
5.

Information control:
Specialization in the use of information centers

built around data processing centers would be helpful.
6.

Company objectives and planning:
In the use of presently constituted audit pro-

grams, depth of planning and setting objectives could be
Investigated.

Deficiencies could be corrected by a manage-

ment service activity in this field.
7.

Cost of capital:
During the audit, the use of assets and policies

for financing could be investigated and commented upon.
The representative of big business did not feel
that the accounting profession was oriented toward the
client as well as it might be.

This aspect should be

carefully considered at this time because of changing
technology, including automation and data processing.

He

believes the accountant would have to become somewhat of
an engineer in dealing with financial affairs because he
will have to be familiar with all data processing systems,
and will have to have an understanding of data collection
equipment both in the office and in the plant.
The CPA will have to involve himself in the whole
scope of business operations in order to get proper reporting and financial controls.

To do this, he must know more
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about production processes, as well as the machines with
which he is working.
Because the accounting profession has not been
able to furnish clients with the type of overall integrated
control planning, a number of companies themselves have
taken over this basic function of the accounting profession. Accounting firms should be able to devise systems
which would give adequate control over total operations,
not just recommendations of a particular type of equipment.
This is not to say that the big business client
would expect the accounting firm to actually design the
system itself, but the professional accountant should be
well enough equipped so that he can work with his client
in order to set up and understand a system. Advice in
such areas as to whether or not there should be centralized
control or decentralized control; whether or not there
should be transmission of automatic information through
central computers or decentralized computers are certainly
within the realm of the CPA.
Accounting firms should take the initiative when
dealing with clients to point up the desirability of preparing operating statements by product lines; and of
having adequate control mechanisms for branch operations.
There is more than the' audit role for the CPA
in dealing with business, even though he may have been
engaged originally only to perform audit service. By
virtue of a CPA's training and experience, he knows of new
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accounting and control developments and should on his own
initiative determine if these things are applicable to
his clients.

This phase of the accountant's service would

clearly be in the nature of "assistance", not in the actual
doing.

The actual devising of desirable systems and con-

trols should be done by the business itself with the
guidance of the CPA.
Big business would welcome suggestions from their
independent auditors in any area dealing with financial
matters and controls.

As a matter of fact, bringing appro-

priate matters to the attention of the chief financial
officer is considered one of the functions of the accounting
firm by businessmen.

Businessmen further feel that it is

the professional obligation of the independent accounting
firm to identify itself with the profitability of the
client's operations in the financial reporting area.
Auditors delve into many things during the course of an
audit and are in a position to uncover areas for improvement.

The large corporation executive felt strongly on

this point, even though it was understood that probably
most clients would not welcome auditors going beyond the
restricted area of service during the course of an audit.
Limiting auditors to the area of auditing only
was likened to a patient going to a doctor and saying "I
want you to check my digestion because I am having a little
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trouble, but don't take a blood count or check my blood
pressure because I won't pay for all of that".
Businessmen do not look to CPAs to take over
the management responsibility of setting certain goals
and objectives as far as their products and services are
concerned.

They do feel, however, that CPAs should plan

ahead for some of the pitfalls business might run into
on financial control.
It is clear that businessmen believe CPAs should
be more aggressive than they have been in volunteering and
making known their ability to assist in corporate financial
controls and related Information systems.

But, management

does not expect or want them to volunteer services in the
whole management function.
A desirable high level service which is being
performed and should be considerably extended by CPAs is
in the area of conferring with the audit committee of the
client.

In the particular firm represented by our big

business executive, at the end of each year the audit
committee meets with the CPAs.

For a period of time the

management executives are asked to leave the room.

During

this period auditors make their independent report on
whether or not they believe management has performed properly in all aspects of the business.
may be asked, with no holds barred.
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informal sphere of review by the auditors has no limitations.

Not only is this procedure enlightening to the

audit committee, but is reassuring to the stockholders
and is good public relations.
In some areas of the world, such as Holland and
Belgium, the auditors have a responsibility to report on
their evaluation of management.

It is believed that such

a responsibility for CPAs in the United States could be
a useful thing if applied to certain levels of management,
especially in financial and administrative areas.
CPAs should assume some responsibility in looking
a big long-range to see whether or not the client's projections are really valid.

This would mean periodically

looking over the client's five-year forecast budgets.
TECHNICAL PROBLEMS AND ATTITUDES
Income Tax Services
Businessmen would not care to see their CPA
firm take on the responsibility of having tax returns
accepted by the Internal Revenue Service if it were
certified by the firm.

Businessmen prefer to think of

their accounting firm as being on their side, especially
in all gray areas of tax points, rather than have to
consider CPAs as something akin to a tax collecting
agency for the United States.

They prefer to continue
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to feel CPAs are working for them in areas of judgment in
tax work.
In tax service most businessmen are not quite
clear as to the areas covered by CPA's vis-a-vis lawyers.
This is understandable inasmuch as no one seems to know
where the line is drawn between lawyer and CPA, even with
all honesty and desire to be cooperative.
Disclosure
How much should be disclosed to shareholders and
the public through the financial statements of the accountant is a problem.

The problem arises largely in that

businessmen feel that too much disclosure, especially concerning profitableness of division operations, might be
competitively harmful.
is evolutionary.

Yet this entire disclosure business

Prior to the passage of the Securities

Acts many companies did not disclose even their sales.
Today some businesses feel that disclosure of such items
as research and development projects; volume by product
line; and divisional operating figures would be competitively damaging.

If Government, through the SEC, should

take the position that such disclosure is necessary for
the protection of the public, business could very well be
required to divulge this information.

This would mean more

regulation for business and for our profession.

Some way

should be established where things of this type can be
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studied and dealt with on their merit, within the business
community and our profession.
Accounting Principles
The question of uniformity in accounting principles disturbs the profession and to a lesser degree business
management.

Businessmen would not feel that they are being

deprived of a natural management right if the AICPA, through
its Accounting Principles Board, gradually issued pronouncements that certain items such as research and development
expenses and pension costs should be treated in a specific
way so as to improve comparability.
The recent publicity concerning the disagreement
in accounting principles seems to have disturbed and perhaps
embarrassed the accounting profession internally.

Business-

men do not feel that this publicity has harmed the image of
our profession.

To some extent it might be helpful in that

it lets the public know there is some disagreement within
the profession and that CPAs are thinking.

This is neces-

sary for true progress.
Business would get concerned about these problems
within our profession if the SEC were to step in and issue
regulations on these matters of controversy.

If any

department of the Government should find it necessary to take
an antagonistic view towards our profession, it could
create a serious condition in our country and perhaps
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economic upheaval for awhile.
When important accounting problems arise, the
solutions to which seriously affect the business community,
top business management and representatives of the accounting profession should get together in an effort to resolve
these problems.

Some mechanics should be established so

that debate on basic principles which affect business and
our profession may be carried on in philosophical terms.
Financial Statements
Although basic financial statements and profit
and loss statements are completely adequate and meaningful,
internal management statements in many companies are
inadequate.

Information reflected on Internal statements

does not reach management fast enough to permit effective
action at the appropriate time.

Automation may help, but

the accounting profession should assume some responsibility
in this area.
MISCELLANEOUS OBSERVATIONS
Accounting Education
Knowledge of accounting is essential for the
building of a successful business operation.

It should be

a compulsory subject for any man going into industry.

This

is true whether a man wants to enter the manufacturing
field, marketing field, law or the arts.
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fact, today many people find it necessary to learn accounting on their own after they have entered the business
world in order that they might be better qualified to cope
with the many problems they face.
CPA's Responsibility to Society
The CPA has responsibility to the public, to the
investor and to credit grantors over and above his relationship to his client.

In carrying out his audit function,

the CPA's primary responsibility is to the stockholders.
Businessmen seem to feel that the accounting
profession should shoulder more responsibility in influencing Government in its regulatory activities over business
operations.

This approach should not necessarily be bus-

iness oriented inasmuch as the profession would lose much
of its effectiveness, but rather it should be an independent
expression concerning any proposed restrictions on industry.
The accounting profession has been influential in the tax
area as well as the SEC area, but we have not been able to
establish a foothold in the anti-trust field.
Ethical Concepts
If a matter came to the attention of an auditor
during a regular examination which was either immoral or
illegal but did not have anything to do with the finance
function, the auditor should disclose the situation to top
management.

Businessmen do not believe, however, that such

disclosure is the responsibility of the auditor.
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1975

FROM THE VIEWPOINT OF A NON-ACCOUNTING EDUCATOR*
Long-Range Objectives Committee,

1962-1963

American Institute of Certified Public Accountants

The Long-Range Objectives Committee of the American Institute of Certified Public Accountants sought the
counsel of Dr. Courtney Brown primarily as a non-accounting
educator.

It is worthy of note, however, that Dr. Brown

has had extensive experience both in government and
business.

Accordingly, his observations should be consid-

ered in the light of his broader background of experience.
THE CHANGING NATURE OF THE U.S. ECONOMY
The Impact of Automation
One of the dominant trends affecting the economic
environment of the United States is the rapid growth of
automated devices.

Automation, of course, is not new.

Man has long sought ways of performing tasks automatically
and, in fact, great strides have been made in automation.

*In considering where the accounting profession wants to be
in 1975, the Committee has consulted several experts on
the environment in which accounting is likely to find itself at that time. One of these experts was Dr. Courtney
Brown, Dean of the Graduate School of Business, Columbia
University. His contribution to the Committee's thinking
Is the basis of this paper prepared by Malcolm M. Devore,
a member of the Committee. The paper does not necessarily
reflect the views of the author or the Committee.

493

- 2 -

Why then the growing national interest - and in some parts
concern - over automation?
For one thing the pace of automation seems to
be accelerating.
is changing.

For another, the nature of automation

Throughout the whole period of the industrial

revolution, machines have been designed to amplify the
muscle of man; and today most energy is machine-made rather
than man-made.

Now we are beginning to design machines to

amplify the mental power of man.
Although machines are not able to initiate thought,
they are certainly capable of handling the repetitious kinds
of processes that we so frequently have to think through
before we can repeat them from habit.

In addition, they

are capable of marshalling data with incredible speed, and
in forms which enable us to perceive the significance of
the data more quickly.
In short, machines cannot "think" - in the pure
sense of the word - but they can be programmed to perform
"thinking" functions.
Research and Development
The rapid increase in automation has been accompanied by greatly expanded outlays for research and
development.

This may be more than coincidence for possibly

each activity tends to feed and nurture the other.
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Data on expenditures for research and development
are largely speculative; but even lacking definitive data
we know the impact on our economy to be significant.

It

has been estimated, for example, that outlays for research
and development by industry and government in the last
decade have exceeded the outlays for the first 150 years
of our nation's existence.
An interesting facet of research and development
today is that it is not confined to the normal production
of goods and services.

It embraces also fantastic forms

of research - such as in space and in various of our
scientific technologies.
The results of these expanded outlays for research and development can only be conjectured, but they
may be as fantastic as the research itself.
The Employment Outlook
These two factors - the growth of automation and
expanded programs of research and development - are likely
to have opposite effects on employment.

On the one hand,

automation is likely to displace many jobs now handled
manually or semi-manually.

On the other hand, the results

of research will undoubtedly add new jobs.
One question is whether the jobs added will equal
the jobs displaced.

While an answer to this question must
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be conjectural, it seems probable that the net result will
add to our unemployment problems.

If this should be so,

the problems of adjustment to the changed conditions may
well be painful.
One effect would probably be a contraction of
our working years at both ends of our life span.

Thus

people would enter the employment cycle later than at
present, and would probably retire earlier.
The deferment of start of employment would likely
be accompanied by a longer period of formal education.

The

acceleration of retirement would result in an expanded
period of retirement.

The net result, of course, would be

that the proportion of our population producing goods and
rendering services, as compared with those who are consumers only, would be decreased.
Another effect would be that there would be
increasingly fewer jobs for the untrained and unskilled.
All of these things may force a dramatic change
in our attitudes toward work.

In the American tradition

the idea of work as a good in itself has dominated our
thinking.

It has been regarded as a means of building

character - and idleness, in that old phrase, has been
described as the devil's workshop.
This American attitude toward work is not necessarily shared by other cultures.
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world (Pakistan, India, Ceylon are non-exclusive examples)
work is regarded as demeaning.*

If jobs were not available

to large groups of our citizens, the traditional American
view of work may undergo some significant changes.
The anticipated longer period of academic preparation for our working years, and the possible earlier
retirement of workers, may also result in more rapid
advancement of workers.

If so, the public accounting

profession would be directly affected.

In fact, pressures

In this direction have already appeared.
Growth of the Economy
Inevitably these considerations lead to a discussion of "growth".

As a matter of fact "growth" is a

popular topic of the day.

Politicians, businessmen, bankers,

the man on the street - all discuss "growth".
"Growth", however, has not been well defined.
Growth for what?

Do we want two or three cars in the

garage, more leisure time - or a statistical figure that

*"In practically all civilizations we know of, and in the
Occident too for many centuries, work was viewed as a
curse, a mark of bondage, or, at best, a necessary evil.
That free men should be willing to work day after day,
even after their vital needs are satisfied, and that
work should be seen as a mark of uprightness and manly
worth, is not only unparalleled in history but remains
more or less incomprehensible to many people outside
the Occident."
(Eric Hoffer, "The Ordeal of Change,"
page 28.)
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compares favorably with Russia?
Interestingly enough, during the 19th century
when a substantial expansion occurred in industrial capacity, the discipline of economics was not primarily
interested in growth.

It was primarily concerned with

problems of distribution of product and allocation of
economic benefits.
Our national purpose would be benefitted if we
could better define our objectives in seeking "growth".
Automation, of course, is not the exclusive province of the United States.

Other countries are utilizing

automation to increase their economic well-being.
The so-called developed countries have a higher
standard of living than the underdeveloped countries.

Is

our present margin of economic superiority likely to widen
or narrow?

Available information is not adequate for more

than a tentative answer.
Many factors bear on this - technology, raw
materials, capital.

In addition, there is a relationship

between the utilization of advanced technology and the
general level of education in a country.

The expanding

economy has a great need for people who know how to
administer and who have the initiative to be job creators.
Here the underdeveloped countries are at a disadvantage.

Their educational systems - inadequate in terms
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of their total national needs - have been largely geared
to training a man for the civil service.

The graduate

takes an examination, obtains a position in the civil
service, and believes he is set for life.

The products

of this system are only rarely skillful managers or job
creators.
On balance, however, it seems reasonable to
assume that our present margin of superiority over the
underdeveloped nations will probably narrow.
Capital Aggregations
In addition to its impact on employment, automation may well result in larger aggregations of capital
and business units than we have thus far experienced.
It should be possible for business organizations
to grow further in size without impairing efficiency; but
the trend to automation will certainly continue the debate
of centralization versus decentralization of operations.
Since automation encourages centralization, it is probable
that principles of decentralization will be further
developed in order to combine better the advantages of
centralized policy-making and control with delegation of
responsibility for current operations.
Effects on Management
The use of automated devices may also stimulate
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the programming of business operations over longer periods
of time than at present.

The ability of the machines to

develop better operating data is likely to lead management
to seek the economies of longer production runs.
All of this may increase the rigidities of
operations.

The sensitive response of production to

changes in demand may not be accommodated quite so quickly
and readily with the complex organizational structure that
is implied in this set of production arrangements.
On the other hand, this result is by no means
certain.

It is conceivable that the better operating data

produced by the machines may result in the development of
improved operating programs that will require less change.
Moreover, the improved operating data may alert management
to the need for any change at an earlier time.
If automation results in longer-term operating
programs, management will be obliged to devote greater
attention to problems of accountability.

This is an area

that will have direct interest to accountants.
It has been previously noted that automation will
eliminate some jobs now handled manually or semi-manually.
The machines will almost certainly continue to take over
more and more of the routine jobs.

In turn, this would

seem to indicate that in the future a higher proportion of
the workers will necessarily be of the creative and
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imaginative type required to get things done.

Accordingly,

management faces the subtle task of molding such people
into an effective organization.
The increase in the size of business entities
will also intensify the existing problems of management.
Consider just one:

the allocation of available funds to

different organizational purposes.

As size increases, the

problem of allocating funds to research, to plant and
equipment, to position in the market, to increased salaries,
to increased dividends, becomes increasingly difficult.
Automation may have one beneficial effect which
is not immediately apparent.

Over the years companies have

taken an increasing interest in the communities in which
they have operated.

This has not necessarily been altru-

istic on management's part.

More probably it has reflected

management's awareness that a concern for the attitude of
the public toward their companies is a necessary adjunct
to their main purpose of maximizing wealth.

Automation

may release management - particularly middle management from many of the codifying activities that absorb them
today.

Consequently, more time should be available for

some of these outside activities which should enable the
middle echelons of management to become better informed
participants in the community life.
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Some people have raised the question as to whether
the period of material abundance which seems to be ahead
may not imperil our capitalistic and free society which has
been built on the assumption of scarcity, on the flexibility
and mobility of the economy, and on the concept of work as
a good in and of itself.
Whether this be so or not, business organizations
will need to reconsider the basic reasons which lead our
society to sanction their continued existence.
reasons are two:

1)

These basic

to produce abundance, and 2) to pro-

vide a satisfying way of life for the workers in our
society.
We have performed brilliantly in producing
abundance, and few would contend that we have failed to
provide a generally satisfying way of life for our workers.
Changing conditions, however, may require business management to qualify its allegiance to the pursuit of maximum
profits at all times and under all conditions in order to
achieve larger goals.

This should not be disturbing.

In

fact, it should provide reassurance of the indefinite
continuance of our kind of society and of our way of life.
Another way of expressing the same conclusion is
that our business organizations have been able to reconcile
the objectives of doing the greatest good for the greatest
number and of advancing the self-interest of the business
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organizations themselves.
The Profession's Role
There is evidence of a trend to integrated data
processing centers handling information from the production,
sales, distribution, and financial centers.

It is reason-

able to assume that the skills needed to head such centers
will be broader than are needed for the more limited data
processing centers of today.
What discipline is the more likely to provide
the heads of such centers - engineering, financial, management, accounting?
to answer the need.

There is an opportunity for accounting
Indeed, the accounting field seems

the most likely source of such leadership since the
processing of data is essentially an accounting function.
If accounting is to succeed in this endeavor,
however, it must prepare itself by supplementing its
present skills as may be required.
Comment has been made earlier of the possible
trend towards larger aggregations of capital and business
units as a result of continuing automation.

Such a trend

raises a question as to whether smaller businesses will
find it necessary to combine their resources to compete
more effectively.
If so, it might have a corresponding impact on
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the structure of the public accounting profession.

Possibly

our smaller practitioners will find it necessary to combine
their talents to provide a wider range of services.

Cer-

tainly more skills are needed to serve clients today than
previously - and this trend is also likely to continue.
Despite this prospect, it seems probable that
our profession will continue to require the services of
the competent individual practitioner.

However, the indi-

vidual practitioner is not immune to the process of change
and he must be prepared to adapt himself to changing
conditions.

There is already some evidence of this in

the voluntary association of some accountants to pool their
respective skills.
EDUCATION
Transitional Phase
Education is in a period of transition.

A gen-

eration ago a high school degree was often regarded as
adequate education.

Today a college degree is viewed in

much the same light as a high school degree was a generation ago.

In fact, it is now beginning to appear that

possibly a baccalaureate degree alone may not suffice.
There is reason to believe that not only is the
depth of educational experience being prolonged, but that
the quality of that experience is also being Improved.

504

-

13

-

Two inferences which may be drawn from these
developments are 1) that this greater educational background is going to be a requirement for a successful
career in most fields, and 2) that a diminishing proportion of jobs will be available for the untrained and
unskilled.

(Needless to say, this latter inference has

significant overtones for our political and social structure.)
The increased length and depth of the educational
process has already placed a heavy burden on our educational
plants.

Expansion of physical facilities in existing

schools, creation of entirely new schools, the surge of
applicants for admission - all these are well-recognized
aspects of this significant strain.

However, the existence

of a severe shortage of competent teachers is not so well
recognized - though It is of paramount importance to the
educational process.
Education is a process of learning.

Teaching is

really a process of structuring a situation in which a
person can learn.
self-learning.

In essence, then, education is largely

Consequently, the motivation of the student

- his desire to learn - is of great importance.
The learning processes will be aided by some
newer techniques - the teaching machine, the programmed
text, closed-circuit television.
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are useful, they remain only aids.

The basic problem

continues to be an adequate supply of competent teachers.
Yet there is some basis for optimism.

The

historical economic disadvantage of the academic world
with the business world has narrowed so that compensation
is no longer as serious an obstacle to developing a sufficient number of effective teachers.

Moreover, the

length of time required for a doctor's degree has been
reduced significantly.

It is likely an increasing number

of doctor's degrees will be granted by our universities
in the next few years.
Function of Education
We are living today in a period of rapid change.
We have developed different ways of doing things; we have
different ideas and concepts.
All of this tends to outmode the substance of
what we learned.

This is forcing a reexamination of the

function of education.

Memorization, learning by rote -

whatever their previous values - are now viewed as being
largely useless in themselves.
Education has the responsibility to use facts
simply as a means of stimulating the development of analytical abilities, of inquisitiveness, of the kind of
mental discipline which permits a rapid adjustment to
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changing circumstances as new facts become available.

This,

in turn, suggests that one of the characteristics of the
educated mind must be capacity for adaptiveness and toleration of change.
An implication of all this is that education is
not something we acquire at any point of time and certainly
not by the time of graduation from school.

It is a life-

long, continuing process.
In a way it may be said that one of the purposes
of education is to stimulate a man to acquire those mental
habits which will make him uncomfortable the rest of his
life.
Accounting and the Liberal Arts Curriculum
Accounting belongs in the liberal arts curriculum.

It has been called the language of business; and

since business is such an integral part of our life, the
cultured man must be knowledgeable in this "language" as
in other languages of the time.
Accounting in a liberal arts curriculum would
be taught in terms of its significance and as an analytical
discipline.

In this respect accounting may be viewed as

somewhat akin to mathematics.
One justification for the inclusion of accounting
in the liberal arts curriculum is that the liberal arts
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ought to be regarded as a method of teaching, or learning,
and not as a subject matter.
Education for Accounting
We have commented earlier on the fact of rapid
change in our life today and the impact this change is
having on our educational processes.

Education for account-

ing is not immune to these changes.
Historically, education for accounting has
emphasized technical courses, and it has usually been
achieved at the undergraduate level.

This format may have

discouraged many good minds from entering the accounting
profession.
As the length of education increases, the opportunity presents itself to spread the accounting portion
of education over the entire range of the formal school
years.

This should serve to stimulate the student since

he will be challenged by many diverse fields and will be
able to see accounting in its relationship to them.
Education of this type is likely to produce a
better all-around man who may even do better in the uniform
CPA examinations than the candidate who has concentrated
on the technical accounting courses.

(The writer's obser-

vations over the years - observations admittedly too limited
to have statistical validity - lead him to the belief that
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after a student has had an acceptable amount of basic
accounting the law of diminishing returns sets in as to
additional technical courses.

This leads to the ques-

tion as to whether or not the students might not have
realized greater returns had they utilized the time devoted to the additional accounting courses to the study
of other fields.)
It is conceivable that this type of approach to
accounting education could accomplish at least three things
l) attract a higher percentage of good minds to the profession, 2) supply us with more roundly-educated people, and
3) provide us with the kind of men who possess the necessary motivation, the sense of risk-taking and the selfconfidence which is needed to achieve results through
people.
Assistance to Schools by
Public Accounting Profession
Since we are dependent on the schools to supply
us with the raw material for our profession, the question
naturally arises as to how best the profession can assist
the schools.
Three ways can be mentioned: 1) student assistance grants at the doctoral level, 2) assistance in
obtaining of professional talent through establishment of
professional chairs, or otherwise, and 3) grants for
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research in the field of accounting.
Another manner in which assistance could be
rendered would be in interchanges between the accounting
profession and the teaching profession.

For example, an

accounting professor would benefit from experience gained
in employment in the profession during a sabbatical leave.
Accreditation of CPAs
The accounting profession has discussed the
possibility of accreditation of its members to recognize
competence above the basic designation of certified public
accountant.

Thus far the discussion has been along the

lines of the establishment of an Academy.

Admission to

the Academy has been discussed more from the standpoint of
an acceptable measure of study or other evidence of current
maintenance of competence rather than through an examination process.

On this basis memberhsip in the Academy

would act as an Incentive to continuing education of our
members.
Dr. Brown's views were sought on the subject of
accreditation.

Although he has some reservation about the

effectiveness of accrediting institutions, he recognizes
that the accreditation of individuals has appeal, and he
believes it has utility as a means of establishing a minimum standard.

He believes, however, that accreditation
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beyond a minimum standard can breed Inequities and abuses.
He further believes that the right sort of man will strive
to Improve himself whether or not this form of recognition
is provided.
OTHER
Labor and Management
Earlier, mention was made of the two basic reasons society gives sanction to business organizations:
1) to produce abundance, and 2) to produce a satisfying
way of life for the workers in our society.
To the extent that management achieves these
basic purposes, it lessens the reliance workers feel must
be placed in labor unions.

Possibly this is one reason

membership in labor unions is not growing.
The rapidity of change today, mentioned previously in other contexts, certainly affects our labor-management relations.

These relations, in their less admirable

respects, have been sometimes referred to as tribal warfare.
This hardly seems constructive and in our over-all
best interests and raises the question as to the adequacy
of our collective-bargaining process.

Is the process ade-

quate to cope with the rapidity of change and adjustment
that is taking place?

If not, labor and management is faced

with two choices: 1) continue the collective-bargaining
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process as it exists today and face the likelihood that
the so-called referee theory of government will be pushed
further and further, or 2) recognize the mutuality of
interests of labor and management and find peaceful ways
of solving the inevitable conflicts.
The latter choice seems to be the better one.
On the one hand, the role of the government as
arbitrator has not thus far seemed to satisfy the parties
at interest.

As a matter of fact, the writer seriously

questions if either labor or management would ever be satisfied to resolve their problems through the use of any
third party, except as a matter of necessity and mutual
self-interest.
On the other hand, it would seem that both labor
and management would benefit through procedures which
would avoid the costly effect of the "tribal warfare."
Such procedures would seem to be in the enlightened selfinterest of both parties.

In all probability, however,

they will not come through fiat.

They will evolve only

when the economic education of all concerned leads them
to the conviction that both labor and management are
needed; that the welfare of each is necessary to the welfare of both; that uneconomic agreements impair the ability
of the enterprise to produce and compete; and that costly
disruptions of our economy really benefit no one.

512

- 21 -

There is some evidence that labor and management
are already beginning to realize that there Is a greater
mutuality of interest than they had previously thought even though the effects of automation will tend, in the
short-run at least, to increase labor strife.
Role of Government in Business
There presently exists a considerable measure
of government Intervention in business - in the public
utility field, in various regulatory ways, in anti-trust
actions, etc.
This naturally raises the question as to whether
or not such intervention will expand.

This is not an

easy question to answer as many variables - political,
economic, and social - bear on the matter.
Mention has been made of the basic purposes of
business organizations:

to produce abundance, and to

provide a satisfying way of life for the workers in a
society.

Also mention has been made of the mutuality of

interests of labor and management and the disruptive
nature of their present "tribal warfare".
There will be a direct relationship between
these factors and the degree of government intervention.
In other words, if business enterprises can achieve their
basic purposes and if labor and management can resolve

513

- 22 -

their problems in the conviction that they have a mutuality
of interests, government intervention may decrease.
National Planning
Many countries in the world today engage in
national planning in one way or another.
countries do this on a broad scale.

Totalitarian

Non-totalitarian

countries do it less extensively - either on the basis of
voluntary agreement or through the stimulus of incentives.
National planning as a concept has a certain
measure of appeal.

Surely we should be able to do a

better job if we "plan" than if we don't!
There is, however, some basis for questioning
the efficacy of national planning.

Our previous efforts

in this direction - for example, the NRA - have not been
very successful.
There are possibly two reasons why our present
system may well be superior to a program of national
planning (whether that be voluntary or involuntary).
First, national planning tends towards concentration of
power in the hands of a few - something we traditionally
fear.

Secondly, our present system works - and works

remarkably well.
In the minds of some, national planning seems
orderly and rational, whereas our present system of free
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competition seems chaotic and irrational.

Yet the fact

remains that our present system is a success.

Possibly

this is so because only the wide dispersion of business
enterprises - each working for its own enlightened selfinterest - can be responsive in a timely manner to the
multiplicity of variables present in an economy as complex
as ours.
Possible Additional Services by CPAs
Today the large bulk of services by CPAs falls
in the accounting and auditing area - the "attest function"
as we have described it.

There is reason to believe that

these services will increase, partly as a result of
extension of the "attest function" to other areas, such
as governmental units and labor-management disputes.
Tax services will probably continue to be of
importance.

There seems little question that taxes will

remain high - the taxing principle of "ability to pay"
will continue taxes on a basis that will involve accounting determinations.
Management advisory services are assuming
greater importance and will continue to increase.

The

extent of this increase - in fact the scope of the services
- is still largely conjectural.

The speculation ranges

from predictions that it will remain a minor part of the
CPA's practice to forecasts that It may one day amount to
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approximately half of the profession's services.
In the auditing field today, the reporting function of CPAs is almost entirely retrospective in nature.
We report on the accounting results of past periods.
We do not report on the quality of management
performance, or management's operating plans, forecasts,
or on the apparent competence of managements to perform
the management function.
Reporting along these lines may be an additional
service of CPAs in the future.

There is Indication that

accountants in some foreign countries do venture into some
of these areas.
In our discussion of these matters, Dr. Brown
expressed doubt as to the extent of such services by CPAs.
He readily recognizes that the successful operation of a
business requires management attention in many areas research and development, personnel development, longrange planning.

His doubts run to the ability of outside

consultants to properly evaluate these matters.*

*It may be of interest here to note that during the Committee's discussions with the presidents of two manufacturing
companies, one of the presidents commented that whenever
the CPA ranges away from his convential areas of service
he is apt to be held accountable to the same standard of
performance that he is expected to uphold in the conventional areas. If his performance in the expanded areas
does not measure up to his performance In the convential
areas, he jeopardizes his whole reputation.
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I.
1.

MANAGEMENT SERVICES

The Historical Background
There are many indications that the attained role

of the CPA in management services is not generally known

—

even by CPAs themselves.
It would undoubtedly surprise many in the profession that several of the larger firms have been rendering
management services as distinct from auditing, on a formally recognized basis, since shortly after the turn of the
century.

Substantially all of the larger firms have had

management services groups within their organizations for
at least two or three decades.

*In considering where the accounting profession wants to be
in 1975, the committee has consulted several authorities
within and outside of the profession on the environment in
which accounting is likely to find itself at that time.
Three of the practitioners were Bertrand J. BeIda, partner
in Ernst & Ernst and a member of the Institute's management
services committee; Leslie Mills, partner in Price Waterhouse
& Co., and former chairman of the Institute's committee on
federal taxation; and John Peoples, partner in Peat, Marwick,
Mitchell & Co., and a former member of the Institute's committee on professional ethics. Their contributions to the
committee's thinking provided the basis for this paper,
prepared by John Lawler of the Institute staff. The paper
does not necessarily reflect the views of the author or the
committee.

519

- 2 It is even more significant that the assistance
being rendered by smaller firms and sole practitioners to
their clients in the non-auditing and non-tax areas appears
to be far more extensive than is generally realized.
The Institute's committee on management services
recently conducted a survey among the smaller firms.

A

sampling of 171 such CPAs disclosed that more than half of
them are now rendering services relating to accounting,
costs, credits, mergers, acquisitions, inventory control,
production control, organization planning, mechanical office
equipment, employee compensation and product pricing, and
that more than a third of them are providing services in
the areas of sales forecasting, insurance, and data processing.
The committee is currently circularizing all of
the larger firms to determine the present scope and frequency of specialized services offered by them.

This im-

portant fact-finding process should contribute much needed
information concerning the extent to which CPAs now practice
in the field of management consulting.

On the basis of the

data which is already available, however, it seems clear
that CPAs are presently furnishing advisory services in
substantially all of the recognized arts and sciences of
management —

excepting law and probably product and equip-

ment design.

These services embrace marketing, including

surveys and forecasts; factory layout; psychological testing;
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acquisitions and mergers; and other areas which some CPAs
regard as beyond the scope of the accounting profession.
How has this come about?
At the beginning, CPAs assisted their clients in
establishing accounting systems, associated paper-handling
methods, and similar functions directly related to the art
of classifying and summarizing business transactions in an
orderly manner.

In substance, in these early days of man-

agement services, CPAs generally concentrated on the financial and control functions of the business which some
of the current writers on the subject feel is the only
appropriate area for CPAs.
However, accounting -- the language of business
—

did not remain static.

The language was constantly

expanded as the meanings of the elements changed.

Even

more important, the assessment of the information that
accounting sought to convey became more complex.

Those

who endeavored to express business transactions through
the medium of accounting found it was Just as important
to know the true nature and significance of those transactions as it was to understand the rules of the language
itself.
For example, the CPA engaged to establish a
standard cost system found it necessary to be skilled in
the techniques of work measurements, product component
specifications and data-processing mechanisms —
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- 4 as in the application of cost accounting principles —
order to accomplish his objective.

in

These needed skills

were originally obtained by some accounting firms through
a cooperative arrangement with other professional consultants, such as industrial engineers.

This arrangement, how-

ever, did not prove to be wholly satisfactory.

As a result,

a number of firms began to employ qualified people who
possessed the non-accounting skills essential to performing
the entire function.
The use of industrial engineers for work measurements and product specifications in the cost system was
only the beginning.

A rather formidable list of other non-

accounting talents has been added to the management services
staffs of accounting firms.
It has been a natural development.
The control function of a business includes the
planning and reporting systems, which should be geared to
the organizational responsibility and decision-making
authority of that business.

Planning Involves essentially

business planning for the future, the likely demand for
products of the business and the share of markets which
might be expected by a given company.

This is the area

of skills possessed by a marketing specialist.
The responsibility for the accounting for revenues, expenses and capital expenditures of a business
entity is dependent upon an effective organizational
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structure —

one which concerns itself with the personal,

intellectual and temperamental qualifications of its key
managers.

This is the province of an industrial psychologist.
The determination of optimal strategy and effective

tactics in planning and developing decisions involves scientific measurement and evaluation of a variety of opposing
forces.

This is the field of the operations research people.
The establishment of the systems which will supply

the information essential to all of these management functions requires today a considerable knowledge of data-processing equipment.

A revolution in data-processing mechanisms

has occurred in the last ten or fifteen years, and it is unlikely that an individual CPA can maintain his skill in the
area of income taxes, auditing, and SEC matters and, at the
same time, keep abreast of the rapid developments in computers and other electronic equipment.
It should be reemphasized that the growth of management services by CPAs is not the result of some scheme
to extend their practice beyond the needs of their clients
in order to obtain additional income.

On the contrary,

these services have grown naturally in response to client
requirements.
In summary, the scope of services of a management
consulting nature offered and actually practiced by a number of CPAs today encompasses a wide variety of business
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problems —

many of which involve skills not ordinarily re-

garded as being directly associated with the accounting profession.

Some CPAs have learned the necessary skills for

this work through exposure to similar problems in the course
of their auditing and tax work; others have acquired the
knowledge through supplementary academic training; still
others have employed qualified specialists to perform the
non-accounting functions for the management services as a
supplement to their own skills.
2.

The Climate for The CPA's Services
As already indicated, the growth of management

services in CPA firms has been in response to client
demands.
The problems of business have mushroomed in complexity under the pressure of strong competition and expanding technological developments.

Management at all

levels and in all businesses wants and needs assistance.
The growth in numbers of management consulting firms —
well as the expansion of management-service
in CPA firms —

as

capabilities

is evidence of this demand.

The CPA is the only recognized professional who
has the reputation and training to discharge this responsibility of providing reliable and objective management services .
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There are several reasons for this:
1.

The independent position of the CPA, as ex-

pressed in his Code of Professional Ethics, provides an
ideal basis for furnishing the unbiased judgment needed to
render competent advice to management.
2.

The solution to most management problems in-

volves the process of analysis.

This technique is one of

the core elements of auditing practice.

Moreover, the

analytical methods used in auditing have been developed
with particular application to business transactions and
affairs.
3.

Management problems in business, as well as

in Government, are most often evidenced by money values as
related to costs, expenses, capital expenditures, or revenues.

The CPA's background enables him to comprehend the

underlying components and dollar implications of these
problems much more readily than any other individual.
4.

Some attempts have been made to establish a

standard of competence in the consulting field that Is comparable to that already possessed by the CPA.

None of

these efforts has fully succeeded.
These are just a few of the reasons which have
motivated thoughtful managers in business and Government
to come to the CPA for assistance.
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3.

The Future of Management Services
Undoubtedly, the whole field of management sciences

will continue to grow in importance as a major area of service by the profession.

The hunches, guesses, intuitions,

and other sensing techniques of old-line management have
been giving way to the logical science of mathematics and
sound analysis.

This development offers tremendous oppor-

tunities for management to eliminate loss and waste and to
achieve added revenues, improvement of profits and more
efficient production and distribution.

It also confronts

the accounting profession with a challenge.
Cost accounting is one of the

prime capabilities

that should be included in the management services activities of CPA firms.

The usefulness of this information

cannot be questioned; but the question that remains to be
solved is whether or not the medium of accounting can extend its horizons so that it embraces the solution to
problems, as well as their identification.
It is to be hoped that the techniques commonly
utilized in "operations research" may be integrated with
those of accounting in a manner that will evaluate, as well
as report, information.

This kind of evaluation, whereby

the technical abilities in the cost accounting field are
joined with those required in "operations research" has
enormous potential for contributing to the success of
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industrial enterprises.
Measurement of the true value of a particular business program continues to be an elusive element.

Profit-

ability in an accounting sense is rarely adequate to appraise
the degree of better-offness that has or will be achieved
by the implementation of a management decision.

The quali-

tative relationships between short-term and long-term
profits, for example, continue to confuse management planning
and results.

It is to this area of research and study that

the CPAs interested in management sciences can and should
direct their attention.
The management services performed by CPAs are an
accomplished part of the profession's capabilities.

Although

official figures are not available, it is likely that more
than a thousand full-time specialists are now engaged in
such practices within the profession.

These numbers are

certain to grow at an accelerating pace in the years ahead.
4.

Problems for the Profession
As previously indicated, a substantial amount of

management services work is presently being done in the
name of CPAs by non-CPAs.
This in itself creates some perplexing problems
in obtaining adequate recognition within the firms for
these non-CPAs who are engaged in rendering top-level
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service.

What rights and privileges can be granted to them

without destroying the traditional concept of a partnership?
In keeping with that concept, must they always be confined
to the status of employees; or can some appropriate means
be found for endowing them with additional status short of
partnership?
In terms of the long-range future, it seems likely that substantially all of the management services performed by accounting firms will be handled by CPAs.

The

CPA certificate would then become the basic qualification
for practice -- though the practice might be considerably
broadened in scope.

However, the skills needed for a full

range of management services would demand further specialized knowledge.

The acquisition of this additional knowl-

edge will not be easy.

Some of the areas of management

services already require a high degree of competence, and
it will be difficult -- though not impossible —

for people

both to obtain a CPA certificate and to qualify in the other
needed disciplines.
The alternative of referring complex management
services to others outside of the profession does not
appear too attractive.

It is impractical, for example,

for a time-study man on the staff of an accounting firm
to restrict himself to a mere exploration of the problem.
As he begins his study, he must ask himself a number of
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questions:

Is the job under review necessary?

ing performed on the proper equipment?

Is it be-

Is the work-flow to

and from the job station being handled efficiently?
the task be combined with another?
man competent?

Can

Is the individual work-

These inquiries are essential to the de-

velopment of his study; but if he decides the answers to
them are generally negative, it would be a disservice to
the client merely to conclude that he cannot, as an employee
of an accounting firm, proceed beyond his basic task of
work-measurement.

He is virtually committed by a variety

of forces to advancing some remedies for the defects which
his preliminary study has revealed.
There are many within the profession who would
decry any effort to impose an arbitrary limitation on the
scope of management services by CPAs.

This, in their view,

does not mean that the CPAs have any basis for claiming an
exclusive right to perform in the field; it does mean that
they are obligated to render such service.

Even if it were

desirable to do so, the profession cannot escape the responsibility; and if it cannot escape, it must be prepared to
do more in the way of increasing its competence to assist
the business public.

This might entail the development of

additional qualifying standards to evaluate the skills of
those who seek to render such service.
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involve the creation of specialty groups within the organized profession to promote an exchange of knowledge between
the specialists.
However, although there are many who resist any
enforced limitations upon the scope of CPAs in management
services, others in the profession are disturbed by the
possibility that CPAs may be over-extending themselves if
they operate in too broad a field.
This problem of scope has particular relevance
to the smaller accounting firm.

Its limited resources

naturally restrict its ability to become competent in all
of the areas which can be embraced in the term "management
services".

The problem, however, may be more imaginary

than real, since the management services ordinarily required by the clients of smaller firms may not demand the
depth of knowledge which would be essential In a highly
complex enterprise.

Moreover, if the smaller firm has a

general understanding of management problems, it can bring
in other accounting firms with the needed specialists on a
consulting basis.

This, however, will occur only if the

profession continues its efforts to develop rules of professional conduct which will encourage referrals by
diminishing the present concern over the loss of a referred client.
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II.

1.

TAXATION

The Nature of the U. S. Tax System
Spokesmen for the Federal Government are fond of

describing our tax structure as a self-assessment system.
They note that an overwhelming amount of the income tax is
collected on the basis of self-assessment of tax liability
by the majority of citizens, and that only about three percent of the revenues collected by the Internal Revenue
Service is by direct consultation with taxpayers.
These spokesmen, however, are willing to concede
in private that it is in part misleading to describe our
system as a self-assessment one.

With the advent of with-

holding twenty years ago and the development of an estimating tax procedure generally based on a taxpayer's tax
liability for his preceding year, the greatest amount of
tax revenue is collected by employers and payees and by
estimates based upon past records.

Consequently, it would

be more accurate to say that our present tax system is
based on a self-declaration of the amount of taxable income —

with only a small part of the tax being really

voluntarily paid.

The increasing ability of the Government

to verify the amount of income declared as taxable —

or

at least the increasing public impression that such an
ability exists —

continues to narrow the proportion of
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income tax revenues which is truly self-assessed.
The position of the accountant as a representative
of the taxpayers in our economy is quite secure.
It is secure because, as the tax law becomes more
confined, additional responsibility is assigned to the
Treasury Department and the Internal Revenue Service.

This

means increasing reliance upon administration, and the CPA
is secure in administration.
growth in litigation —

There is admittedly a constant

which is clearly the lawyer's field;

but, relative to the number of returns and to dollars collected, the volume of litigation is steadily declining.
The real strength of the CPA's position in tax
practice, however, rests upon the fact that the Internal
Revenue Code is basically an accounting document.

It has

many special provisions which interpret accounting —
not always soundly in the profession's view.

and

There are

also other provisions which knowingly vary from accounting.
Yet, fundamentally, the Code seeks to require taxpayers to
determine their income in accordance with generally accepted
accounting principles and methods —

provided that, in the

opinion of the Government, those principles and methods
result In a fair presentation of the taxpayers' income.
This is still a valid statement even though the
courts have a profound influence upon tax practice.

532

The

- 15 -

impact of court decisions is considerable because lawyers
love precedents.

They often think their problem is solved

if they can discover a previous decision from a sufficiently high judicial body on a somewhat similar case.

But a

CPA Is derelict in his professional duty if he analyzes a
tax problem solely on the basis of precedents because the
determination of taxable income is basically the determination of income under accounting concepts.

As a tax man,

the CPA must know how these concepts have been interpreted;
but he does his client a disservice if he is content to say:
"On balance the weight of precedent is this way or that
way."

He will be guilty of a professional sin because the

answer ought to be derived from accounting —

and it is.

This is not just propaganda in support of the CPA's position in tax practice.

It is a realistic appraisal of the

situation because, by and large, most tax issues have not
been litigated and, by and large, the answer that the Government accepts in disputed cases is the accounting answer.
It is true, of course, that the CPA's position
in tax practice largely rests upon the authorization granted
by the Secretary of the Treasury.

It is also conceivable

that, under heavy political pressure, he might withdraw
the recognition now accorded to CPAs.
remote peril.

But it is a highly

The Treasury Department, as a continuing

agency of the Government, cannot remove non-lawyers from
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the field because the tax system could not operate effectively without them.
Nor is it likely that the tax services of CPAs
will be reduced by any great simplification of the tax laws.
Professional advisers have for years been arguing for the
need for simplicity.

They have suggested that the tax

code is so complicated that it is breeding a larger and
larger group of overpaid professional people who would
better serve the economy if they did something more useful.
But there are strong reasons for doubting that the tax law
can really be made simpler because its technical complications reflect our diverse ways of doing business and our
whole intricate economic structure.

Most of the complicated

provisions, in fact, are based upon a desire to do equity
among taxpayers and between taxpayer groups —

or a de-

sire to relieve those who are being penalized or to prevent
others from obtaining what appears to be an unfair advantage.
Moreover, the prospects for simplification are
not encouraging because the tax system has become a vital
economic tool of the Government —

used at one stage to

promote a certain type of business activity and then later
used to discourage another form of economic endeavor.
This is not to say that changes will not occur.
As a matter of fact, the present income tax system is becoming a little creaky in the sense that there is a
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constant intrusion of averaging techniques in it.

Thirty

years ago, there were not any averaging techniques.

Today,

business income generally is on an eight or nine-year
spread because of such elements as the net operating loss
carryback and carryover provisions.

If the country had a

1932 year in 1963, part of the problem would be that we
would not obtain any revenue in '63; but, worse, we wouldn't
obtain any in '64 and '65 —

and, still worse, we would have

to return $50 million in cash —

cash that we would not have.

Since the income tax is so essential to our revenue requirements, the averaging feature is beginning to
convince economists and others of the need for another tax
which will not be subject to such fluctuations —
actions tax, for example.

a trans-

The difficulty, however, in in-

venting a new tax is the lively suspicion in many quarters
that, while the new tax might be used initially to reduce
the dependence on the income tax, new spending would develop which, in turn, would restore the income tax to its
original strength.
2.

The CPA's Responsibilities in Tax Practice
There is much talk in accounting literature of

the independence of the CPA in tax practice, of the relationship of his activities to the "attest function" and
of his public responsibilities to the Government.
The Internal Revenue Service, recognizing that
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the determination of taxable income is basically concerned
with accounting precepts, has promoted the idea that the
CPA has the responsibility to arrive at an independent determination of taxable income as a sort of arbiter between
the taxpayer and his Government.

This is an unrealistic

approach in view of the nature of our tax system and the
necessary attitudes taken by the Government and the taxpayer.
The Internal Revenue Service is one of the few
agencies which, periodically, has a significant close contact with a vast number of citizens.

After Defense, Agri-

culture and the Post Office, it Is probably the greatest
employer in the Government.

It experiences the problems

of any large organization in ensuring that its broad
policies, established at the top echelons of the agency,
are applied in practice.
nerable.

Business firms are equally vul-

A few years ago one of our great corporations

was indicted in the press for putting something over on
the Government in procurement, and its defense was that it
had a policy which had not been followed in the field.

The

skeptical public was convinced that the company had been
playing fast and loose with the taxpayers' money; but
sophisticated people understood the situation —

that the

company did have a policy but failed to gain compliance
with it down the line.

The Internal Revenue Service has
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that problem multiplied fourfold.
Even if the Service could achieve a uniform application of its policies, however, the fact remains that
the collection of taxes is generally a contest.

As in any

other proceeding with the Government (such as a controversy
involving costs of contracts) the position of the taxpayer
and of his Government is necessarily an adversary one.

The

Government certainly treats its citizens in this manner
when a controversy arises, and the citizen is entitled to
adopt the same attitude himself.
This situation is not a deplorable outgrowth of
our taxing system.

It is the right way in which both

parties can arrive at a reasonable result.

Neither the

present tax law nor the tax law of the foreseeable future
can answer all questions simply and clearly.

There are

inevitable clashes of opinion and self-interest, with ultimate equity being largely based upon the ability of both
parties to advance their most persuasive arguments.

It may

be regrettable that the CPA is thrust into a position between the two parties instead of occupying a position of
his own; but it would be a mistake not to recognize the
true nature of the CPA's role in the present situation.
This leads naturally to two questions which are
commonly raised with respect to the CPA's position in tax
practice.
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The first Is this:

Can the CPA's concept of In-

dependence be reconciled with his responsibility to a
client in tax practice?
by asking another:

That question can be answered only

Independent of whom?

The CPA's function

in tax practice is to represent the taxpayer who engaged
him —

a relationship which reflects the Government's own

conviction that the citizen must look after himself and
present his determination of taxable income as best he can
under the law.
The CPA's position in tax practice is not at all
analogous to his position when he is engaged by a client
to express his opinion on financial statements.

In the

latter case, he Is expressing his opinion not only to the
client, but to regulatory agencies, to stockholders, to
creditors and to the public —
public.

most importantly to the

The public regards the CPA as one who has an in-

dependent opinion on financial statements under accounting
principles developed by his profession.

This is not at all

the position when the CPA is determining taxable income for
self-assessment purposes or representing a taxpayer in an
administrative proceeding in connection with a tax controversy over the proper taxable Income under income tax
concepts.

The independence function is illusory in tax

practice because the responsibilities involved are entirely
different.
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What, then, are the CPA's responsibilities in
tax practice?
They are similar to those discharged by the legal
profession in tax practice.

Admittedly, the lawyer is an

advocate for his client and there has been no public outcry
that his responsibility is other than to his client.

How-

ever, the lawyer is required to be honest and forthright

—

and to remain faithful to the spirit of his code of ethics.
The CPA's responsibility in tax practice is also
a moral matter.

He is obligated to avoid misstatements,

either directly, by implication or by omission —

and to

avoid presentations which, while technically correct, might
obscure the position he is actually presenting.

If this

approach is valid, then the accounting profession's existing
ethical code is perfectly adequate to control the CPA's
practice in the tax field.

However, the proposed program

of the Institute's committee on federal taxation, designed
to clarify the responsibilities of the CPA in connection
with specific tax situations, should prove helpful.
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III. PROFESSIONAL ETHICS

1. The Evolution of the Profession's Ethics
In trying to forecast future developments in the
area of ethics, it might be helpful to begin with a backward look.
A comparison of the rules of professional conduct adopted in 1938 with the Code of Professional Ethics
now in force shows much similarity but also some differences .
The points of similarity after twenty-five years
relate to designation of firms as members of the Institute;
sharing of fees; engaging in incompatible business; signing
reports unless examined by the member, employee, or a member of the Institute; solicitation; offering employment to
an employee of a fellow member; contingent fees; advertising attainments (though in the intervening years the socalled "card" was prohibited); practicing in the corporate
form; and failure to direct attention to misstatements or
omission of essential auditing procedures.
In fact, all except two of the thirteen rules
in force in 1938 are still in force — some in modified
form. One of the deleted rules precluded a member from
taking part in an effort to secure the enactment or amendment of any law affecting the profession without giving
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immediate notice to the secretary of the Institute.

The

other prohibited a member from serving as an officer,
director, teacher, etc., of any university, college or
school which conducted its operations by methods discreditable to the profession.
The 1938 rules made no mention whatever of Independence —

the cornerstone of the profession.

Nor was

there any rule precluding a member from violating the confidential relationship between himself and his client.
Perhaps the 1938 framers felt that this would be stating
the obvious.

Possibly because the Institute's committee

on auditing procedure did not exist until the following
year, no rule appeared in the 1938 Code regarding the expression of opinions on financial statements.

Lastly, no

mention was made of competitive bidding.
2.

The Problems of Enforcement
What of the future in the field of ethics and

the enforcement of the rules?
Primarily, any code of ethics should be designed
to protect the public.

It would not merit much respect if

it served merely to safeguard the profession itself

—

though there is legitimate reason for rules to protect
members from each other, provided the public is not injured In the process.
Since the public has a right to expect the CPA
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to be competent in his chosen field and to be independent,
the Articles on "Technical Standards" and "Independence"
are the most important rules in the Institute's Code of
Professional Ethics.
Having concluded that Independence is a state of
mind, the ethics committee has leaned backwards, and rightly so, in formulating the new rule which becomes effective
on January 1, 1964.

If the facts are known, the rule on

Independence is relatively easy to police; but technical
standards are in a different category, and it is doubtful
if at present the Institute has the machinery to enforce
effectively the rules involving technical standards.
A recent case is an example of the difficulty of
enforcement.

Under the proposed new by-law amendment, a

member could be suspended if under criminal indictment,
but here the criminal indictment was dismissed.

The ethics

committee thought that the member should be summoned to
appear before it.

However, the member's attorney advised

him to say nothing about the case except in court, and
the Institute's own counsel felt that failure to furnish
information in these circumstances could not be regarded
as an act discreditable to the profession —
viding the basis for committee action.

thus pro-

No doubt, eventu-

ally, the SEC or the courts will reach a decision opinion
which may or may not exonerate the member.
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profession rely on outside sources to make up its mind?

At

times an SEC decision may appear to be harsh, but unless
the verdict is accepted or rejected out of hand, the ethics
committee must be prepared to make its own appraisal —

an

appraisal which might well involve hundreds of hours in
detailed study of working papers.

Since members of the

ethics committee cannot afford the time, there is a considerable temptation to take the easy course of relying on
the decision of the state society —

which, obviously, is

no better equipped to determine the merits of the case.
Certainly, violations of the profession's technical standards governing the issuance of an independent
opinion, if not effectively handled, harm the profession
f a r more than the offense of a member obtaining an extra
listing in a telephone directory where he has no office.
Yet much of the time of the ethics committee is devoted
to these latter cases —

perhaps, in part, because they

are relatively easy to decide.
In his appearance before the long-range objectives
committee*, William Ward Foshay described the way the Association of the Bar of the City of New York proceeded in
dealing with complaints.

It has a full-time paid staff

*Profile of the Profession:
1975
Prom the Viewpoint of a Corporate Lawyer
Long-Range Objectives Committee Position Paper
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of six attorneys who do nothing else but look into complaints from any source.

They talk to the lawyers involved;

they collect documentation; they present the evidence to a
Bar Association committee as a screening first before the
respondent is summoned.

If the committee does not believe

that a prima facie case has been established, the member is
not summoned.

If he is summoned, he is given a rather for-

mal hearing before the ethics committee, which may or may
not refer the case to the courts for disciplinary action.
It may well be that the Institute should devote
more of its financial resources to developing a similar
approach.

Normally, this disciplinary process should be

done on a local basis; but there are not many state
societies which at the moment could afford to establish
adequate machinery for self-policing.
Even if the Institute's disciplinary procedures
are improved, however, it will still be faced with the
problem of its limited authority.

Expulsion from the mem-

bership is undoubtedly a severe penalty —

and the threat

of it must exercise a profound influence.

Such action

might also prompt a decision by a state board to suspend
or revoke the offending member's CPA certificate.

But

there is no certainty of this, and even if it occurs, the
member may, in a good many states, continue to offer a full
range of accounting services, including the issuance of
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opinions on financial statements, under the title of
"public accountant."

This suggests that the profession

still has some unfinished business on its agenda before
It can claim to have a fully effective system of selfdiscipline.
In seeking to improve the enforcement of its
rules, the Institute should be prepared to consider any
approach, however novel, which might appear to offer some
promise.

It should consider, for example, whether greater

press coverage of Trial Board decisions might provide an
added Incentive to compliance.

It should, in addition,

explore the possibility of developing much closer liaison
with state boards of accountancy.

It should even study

the idea of the Institute serving as an accrediting agency
for firms —

though the practical difficulties of imple-

menting such an idea are formidable.
In taking a critical view of the Institute's
present disciplinary machinery, however, two facts should
be remembered:
1.
violations —
light —

That the relatively few cases of serious
even assuming that not all of them come to

of the ethical rules suggests that most members

take a serious view of their professional responsibilities.
2.

That hope for continuing improvement in the

record of compliance is justified by a general belief within
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the profession that a high degree of unity is essential
to its long-range welfare.

Each practitioner may be con-

vinced that he is pursuing the right course; but if there
is a multitude of approaches, the resulting confusion can
imperil every member.

Since there is a need for strength

and it can be gained in large measure only through unity,
the Institute's efforts to achieve greater conformity with
its rules of professional conduct are almost certain to
increase.

3.

The Need for New Ethical Concepts
The profession, however, is not only plagued by

problems of enforcement.
It is also confronted with the necessity of
establishing new rules, or modifying old ones, to keep
pace with the constantly changing nature of the profession's
responsibilities.
The profession, for example, must clarify its
attitude toward "competitive bidding."

There are some

members who feel strongly that a rule restricting competitive bidding is desirable only where third parties
are involved.

They are involved, or there is always the

possibility that they will be involved, where opinion reports are rendered.

Can the same argument be advanced in

the case of management services where the client, having
all the facts (including price), can make his own decision
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and no one is involved but himself?

One practitioner sug-

gests that when a client is foolish enough to look for a
"dime store" job, there is no reason why he should not be
accommodated —
ply the service.

if someone is also foolish enough to supThere are others, however, who believe

that the profession must be concerned about its overall
reputation, and that a profession which engages in competitive bidding —
world —

a practice common in the business

jeopardizes its professional stature.

Moreover,

if price becomes an all-important factor, the temptation
to accept engagements at a fee below costs may become almost irresistible —

and result in an inferior performance

which could seriously injure the public.
Nor does the new rule on independence settle all
the problems in this field.
Some lawyers, for example, have suggested that it
is difficult for a CPA to express an independent opinion on
financial statements where he has also prepared the tax returns.

The profession rightly disagrees with this conten-

tion, but is its argument against such a position equally
valid in all circumstances where a contingent fee is involved?

This is not, however, a black-and-white case.

It can be argued —

and it frequently is argued —

that

the ability of a taxpayer to obtain professional services
on a contingent fee basis in some circumstances is definitely
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in the public interest because in many situations the taxpayer could not afford to maintain his position, which may
prove to be correct, if he had to pay the fee for the services regardless of the result.

Those who advance this

argument point out that Treasury rules preclude an accountant or lawyer from entering into a contingent fee arrangement without first informing the Treasury in writing.

Con-

sequently, since the Government is alerted to the agreement
and is aware of the fact that it is dealing with an adviser
who has a personal stake in the outcome of the case, there
can be no harm to the public interest.

On the contrary,

it enables many taxpayers to obtain a proper hearing who
might otherwise have been deprived of it.
Other practitioners have qualms about the contingent fee —

at least in terms of its propriety in cer-

tain situations if not in terms of its possible impact on
independence.

They believe it is perfectly appropriate

for a CPA to take on a tax matter with the knowledge that
payment of his fee may be contingent on the taxpayer's
being able to afford it —

which, in some situations, may

mean a successful negotiation of his case; but they are
troubled by contingent fees which might result in payments
of huge sums and which could be an incentive to the practitioner to do things he would not normally even consider
because he has such a large stake in the outcome.

548

- 31 -

There are, of course, many other issues where the
responsibilities of CPAs need to be clarified.
What would the public expect of a CPA if he discovers that in the course of an audit his client has performed an immoral or illegal act?

Should he disclose it

even though it may have no effect upon the financial position of the company?
officers?

Should he report it to the company's

To its board of directors?

To its stockholders?

To the public?
What should be done about the discovery of "conflict of interest" cases —

e.g., the chief executive of-

ficer who has an interest in one of the company's suppliers?
What if a CPA signed a tax return and later
learned that a substantial amount of income had been omitted by the taxpayer?

Is the CPA obligated to instruct the

client to file an amended return?

Is he under the fur-

ther obligation to ensure that this is done —
is not done, withdraw from the engagement?

or if it

Does he have

any additional duty to the Government?
These questions merely prove what hardly needed
proof:

that the Institute's job of defining the CPA's

standards of professional conduct —
compliance with them —

and then promoting

is still far from complete.
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PROFILE OF THE PROFESSION:

1975

FROM THE VIEWPOINT OF THE BANKER*
Long-Range Objectives Committee, 1962-63
American Institute of Certified Public Accountants

The banking community is especially important
to the public accountant because bankers are important
users of his product.

For this reason, three specialized

banking consultants were interviewed, the investment
banker, the commercial banker, and the financial analyst.
Each tended to stress especial areas in his relationship
to the accounting profession.

This is necessarily so

because each of these representatives functions in rather
clearly defined spheres.
This position paper sets forth the views expressed
and/or endorsed by the three members of the financial community, under the following subjects:

*In considering where the accounting profession wants to
be in 1975 the Committee consulted several specialized
consumers of our material. Their opinions were sought
both on the nature of accounting services in the futute,
as well as on the environment in which our profession is
likely to function. Three of these experts were Mr. Alfred
J. Coyle of Hayden, Stone & Company, New York; Mr. William
Cross of Morgan Guaranty Trust Co., New York; and Mr. Glenelg
P. Caterer of Lionel I. Edie & Co., New York. Their contributions to the Committee's thinking are the bases of this
paper prepared by David F. Linowes, a member of the Committee.
The paper does not necessarily reflect the views of the
author or the Committee.
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THE INVESTMENT BANKER'S RELATIONS
WITH ACCOUNTANTS AND ACCOUNTING

The investment banker's relationships with
accountants normally begins when the underwriter is approached by a corporate client in connection with a
public issue.

When the corporate client appears, he is

generally represented by an accounting firm he has had
for many years.

Frequently this firm is immediately

acceptable to the underwriter because of its reputation,
professional qualifications and experience.

Sometimes,

however, the accounting firm is not immediately acceptable to the underwriter because of its inexperience in
SEC work, or for other reasons.
When an accounting firm is inexperienced, the
underwriter is confronted with the very difficult problem
of how to deal with it.

But, even before the investment

banker is confronted with the technique of working with
the inexperienced accounting firm, the banker must determine
whether the firm has an adequate staff to meet the usually
tight time schedule involved in underwritings.

Obviously

in a large accounting firm the problem of adequate manpower
generally does not exist because it can always "put the
horses into the problem" in order to get the work completed
by a fixed deadline.
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Smaller Accounting Firms as Contrasted With
Larger Accounting Firms

The primarily important aspect of SEC
experience is especially critical when dealing with a
small accounting firm.

Not infrequently a small ac-

counting firm will have one or two people who are so
well tuned in with SEC affairs that it can do as good
or better job for the underwriter than some of the
larger firms.
A related concern in the underwriter's relationship to an accounting firm is the accounting firm's
ability to "fight through on problems with the Accounting
Section of the Securities & Exchange Commission".

Large,

well-known, highly reputable accounting firms generally
are in a much better position to successfully see through
problem points.
Technical competence of an accounting firm performing the audit for an SEC registration frequently is a
worry to underwriters.

As an example, does the particular

accounting firm have an adequately competent staff to
properly observe inventories in a specialized

industry?

In such matters the underwriter relies heavily on conclusions of the accounting firm involved.

Smaller accounting

firms generally do not have enough personnel with the
competence to evaluate specialized
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Small firms also are frequently too close to
management and therefore are not objective enough.
Because of long personal relationship, a small accounting firm becomes involved in business decisions of
management as well as in the personal problems of
management.

This situation practically never exists

with the larger accounting firm.
When syndicating an issue, the initiating
underwriter must convince other underwriters of the merits
of the issue.

When the issuer uses the services of a

recognized national accounting firm, other underwriters
who are not making investigations of the company are
more readily favorably influenced in their decision to
become part of the syndicate.

This is especially true

during busy periods when underwriters are confronted with
many underwritings.
This preference for a nationally known, reputable accounting firm is acknowledged sometimes to be for
window dressing, and in some instances is one of the
requirements laid down by an underwriter.
Investment bankers are sensitive about the
problems created when trouble develops concerning figures
in financial statements.

Strong regional and national

accounting firms generally are well qualified to handle the
technical problems in registration matters, even to the
extent of bringing in the management services department
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- 7 of their firms to deal with specialized analyses.
Smaller accounting firms, of course, do not have such
specialized technical personnel available to them.
After the stock of the issuing corporation
is out, investment bankers are always concerned about
the year-to-year follow up.

If a local accounting firm

is involved and the company underwritten is distant
from the main offices of the underwriter, it is much
more difficult for the underwriter who is representing
the public to keep in touch with the progress of the
company.

If, on the other hand, the underwriter is con-

stantly close to a national accounting firm because it
is working on many underwritings with the firm, he has
more occasions to informally keep posted on the progress
of each underwriting.
Large accounting firms generally have employment
departments and contacts all over the country.

This Is

considered by underwriters to be a distinct advantage in
servicing a client because the accounting firm is able to
assist the client to find competent financial personnel
when needed.
Many companies that go public are expansion
minded and are constantly seeking out mergers and acquisitions.

A large accounting firm can always bring in

additional personnel to handle "crash" jobs when unexpected
developments arise.
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The hesitancy by underwriters to work with
smaller accounting firms lacking SEC experience does not
necessarily mean that the small firms are not extensively
utilized for such work.

Probably more than 50% of the

SEC filings are by the smaller accounting firms; however,
it is true that perhaps over 80$ of the dollar volume that
goes through on SEC registrations are from the larger,
national accounting firms.
In this relationship between investment banker
and accounting firm, the investment banker does obtain
some comfort in knowing that "the Accounting Division of
the SEC is giving the financials a pretty good going over".
Underwriters feel it is to their own best
interest in terms of their relationships with their clients
to keep smaller accounting firms in the picture to the
greatest extent possible.

They also feel it is somewhat

of a moral obligation, particularly if the smaller accounting firms directed the business to the underwriter.
It was the general feeling that smaller accounting firms are increasingly improving themselves so that
they are becoming more readily acceptable for SEC registration work.
The recent development whereby a number of
local firms have associated themselves in order to strengthen
their position competitively with the larger firms does
not improve their stature in the eyes of the underwriter.
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services

is not significant from the underwriter's viewpoint.
It should be made clear that any reference to
"large" or "national" accounting firms includes all
stable, responsible firms, not necessarily nation-wide
in coverage.

The important aspect is that the firm be

known to the underwriter as competent, reliable, professional accountants with a fine reputation.
One of the disadvantages of the larger accounting firm is the impersonal relationship which exists
between client and accountant.

From

the underwriter's

standpoint such impersonal relationships may result in
the accounting firm overlooking important matters which
would not be overlooked if the accountant were close to
management, knew the problems of the company, and had
been with them for years.

Underwriters obtain consider-

able help from able, smaller accounting firms where the
senior partner is on the job, is close to the people,
and seems to have a good "feel" of the client.
Large accounting firms also create disturbances
at times because of their inflexibility in accounting
matters, especially in dealing with footnotes and "hedges".
This inflexibility becomes an especial problem when it
is tied to a particular accounting firm's own policy.

It

is confusing to underwriters when one firm puts in a
hedge clause in its expression of opinion, whereas another
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under the same

circumstances.

Sharp participating

underwriters spot these differences and raise questions.
It becomes embarrassing to the initiating

underwriter

when a participating underwriter pulls out a prospectus
where the same point is treated much more favorably in
the client's behalf.

When the Accounting Firm Lacks Competence
When a smaller accounting firm is not qualified
to perform the audit engagement the problem develops of
how to maintain good relationships with the management
and with the smaller accounting firm, yet at the same time
insist on bringing in a large accounting firm having broad
experience in SEC work.

To assuage some of the disturbance

created by such a necessity, some underwriters will ask
the partners in the smaller accounting firm to select and
introduce the larger accounting firm.
A serious problem develops when the smaller
accounting firm resists bringing in a more qualified auditing firm.

In such circumstances the underwriter tries to

make very clear that it is a "one-shot operation", that
the audit only applies to that particular

underwriting,

and that the smaller accounting firm will not find itself
out of the picture in future audits.
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Once a major corporate underwriting is performed by an investment banker, the relationship between
underwriter and client becomes a permanent one.

Large

companies are constantly going back to the public for
more financing; and smaller companies should not be
underwritten unless it is expected they will grow bigger
in the future and therefore need more money.

As a result,

the underwriter stays with his client forever both
because his name is on the original prospectus and will
always be identified with it, and because the same
company will always be a source of future business for
the underwriter.
In view of this, the solution of a "one-shot"
substitution of a larger accounting firm for a smaller
firm on an original registration is not a completely
satisfactory arrangement.

The smaller accounting firm

expects to grow too, and a decision will again have to
be made by the underwriter several years later whether
or not that same firm is then qualified to do the SEC
work.

Areas for Improvement of Accountants' Services
Both large and small accounting firms can do
a much better job of educating their clients to SEC re-
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begin.

The underwriter believes this type of education

is not the function of his office, although most of the
time he must perform this service.

It would be appro-

priate for an accountant to begin explaining the problems
of going public to a client two or three years before
he anticipates raising money through this means.
Larger accounting firms, in particular, should
do a much better job of "hand-holding" through the difficult period experienced by a company when it goes
public.

As major accounting firms get larger, this

personal guidance aspect worsens.
The problem of keeping footnotes simple and
clear is always present, and is one which underwriters
constantly face.

In the leasing industry there are per-

haps six or seven publicly-owned companies which could be
analyzed and compared yet "each one of them might carry
their figures differently".

In matters such as this

difficult problems are created for the investment banker,
and he believes the American Institute should more positively reconcile the severely opposing views of practitioners.
In general, underwriters are disturbed by
financial opinions being hedged to different degrees by
each of the national, reputable accounting firms.
Accountants could be helpful to underwriters
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- 13 when they are dealing with new industries having unusual
accounting problems.

No matter how carefully the under-

writer has done his homework or how well he understands
the problems, if a technical problem is raised by a sharp
analyst from a participating underwriting firm, it would
be very helpful to have an astute accountant from the
accounting firm available to explain the peculiar aspects
of that industry's accounting.
The accounting firm can help the underwriter by
keeping him informed about problems and changes in the
company, and convincing management to call on the underwriter for yearly reviews.

If the accountant's relation-

ship is correct and warm and close with the client, when
the accountant spots something, he can point out to the
client that there is a public responsibility there.

This

can be done in a helpful way rather than in a critical
way.

All too often when the accounting firm spots a prob-

lem it is afraid to say anything about it, shrugging it
off with "Well, we are just accounting professionals".
It should be noted that in this area of warm relationship
with the client, the smaller accounting firm has a major
advantage over the larger accounting firm.
It seemed apparent to the underwriter that
lawyers have a tremendous influence on the long-range
planning of a business.

He felt the accounting firm

should have much more to say than anyone else in long-range
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a management services division.

The accounting firm

could sell this service on a constructive basis by convincing the client that he should have a long-range
planning study made.
Lawyers seem to get more involved in long-range
planning for businesses probably because of the closer
relationship to the family which a lawyer has.

It

probably begins with estate planning, and then works its
way into a diversification and acquisition program, or
a broader product line.

The lawyer's influence is also

significantly given effect through his membership on the
Board of Directors of a client.
From the standpoint of the relationship between
accounting firms and investment banking firms, at least
one underwriting firm has held forums for bankers and
accountants.

The impact of such open conferences on

assisting one another to understand their respective
problems was substantial.

Management Services
The particular underwriter interviewed did not
have much experience with management services divisions
of accounting firms, although he knew that most large
firms have such divisions.

It Is a source of comfort to

the underwriter to know that the accounting firm has
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so that specialized services might be applied to
particular business problems.
Some years ago underwriters used to rely much
more heavily on management studies.

Until recently

some underwriters would insist on being furnished a
special study of the management, production techniques,
markets, products, competition, etc.

This requirement

has diminished quite a bit in recent years, because of the
cost of such a report, and the annoyance which frequently
develops between the underwriter and the company when
something "sticky" comes up.

Also, underwriters now have

larger staffs and can do their own studies.
It was revealing that the underwriter when
questioned concerning what type of firm he would prefer
for management studies indicated that he does not usually
think in terms of an accounting firm for such work.

If

he had need for such services he would seek out a management consulting firm expert in the specialized industry
with which he was concerned or lean toward the better
known management consulting firms.

Disclosure
The underwriter would like to see more divisional
breakdowns of sales and profits.

Businesses avoid such

disclosures on the basis that it would be harmful competi-
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tlvely.

Yet, it is wholly inadequate to attempt to

compare sales and profits of one-product companies with
multi-product companies without divisional disclosure.
Sometimes when clients refuse to disclose
divisional breakdowns, underwriters have been known to
refuse such engagements.

But even in those circumstances

where divisional operating results are submitted to the
underwriter, most of the time the figures do not get
into the prospectus nor into the interim and annual reports.

More disclosure in divisional breakdowns is an

area in which accountants might begin putting more pressure on their clients.

THE COMMERCIAL BANKER'S RELATIONS WITH
ACCOUNTANTS AND ACCOUNTING
From the perspective of the commercial banker,
it is obvious that the accounting profession will witness
tremendous growth in the future, and that all facets of
society will develop a greater understanding of accounting.
Practically all the decisions made by the banking profession now depend completely on accounting.
As the banking profession itself projects ahead,
it sees governmental regulations becoming more complicated,
and accountants being called upon to help commercial
bankers comply with these regulations.
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Office equipment and machinery is also becoming more complicated, and it is expected that
accountants increasingly will become authorities in
this field.

Although larger corporations can afford

to have experts on their own payrolls to devote full
attention to these highly complicated office mechasisms, the average company cannot afford this approach.
Yet, the average-size company must somehow obtain the
type of professional technical guidance in order to keep
competitive.
As the work of accountants increase, firms
will tend to spread their competent men thinner and
thinner.

The accounting profession must make a real

effort to get additional good personnel into the accounting field in order to absorb the additional high
level work which will develop during the next 15 years.
The commercial banker felt that in the past
accounting firms have had the reputation with the
public as being more of policemen.

He believes that

to the man in the street the primary reason a company
engages an accounting firm is "to be sure that the
President is not running away with all the money."
To a certain extent accounting firms have brought this
image upon themselves.
Whenever there is a scandal in connection
with a business enterprise, an accounting firm's name
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blamed for not having caught it earlier.

Accounting

firms must partially share the responsibility for this
point of view because they are not sufficiently progressive in their suggestions to business.

Accountants Lack Imagination
Often an accounting firm handles a company's
records for many years, and it performs its service
the same way year after year, even though business
situations change.

As time goes on one division in a

business may become less important than another, yet
the accounting firm does not show adequate imagination
to mold the accounting service to conform to changes in
business operations.

Accountants do not reflect an

adequately progressive attitude in setting up accounts
and keeping up to date with changes taking place in a
corporate business.
Accountants should develop a more dynamic
attitude towards the long-range outlook, and should
approach the presentation of their accounting findings
from the point of view of the person who is reading the
figures.
One example given by the commercial banker
with which he had a recent experience involved the
allocation of expenses.

Apparently the way expenses
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was excellent in view of the circumstances which
existed then.

But today the factors which existed 15

years ago were no longer there, and allocating expenses
on the same basis was actually totally misleading and
false in the final result.
All too often when an accounting firm serves
a client and is solidly in the picture, it is apt to
treat the audit engagement as routine, assigning the
equivalent of bookkeepers to the job.

In the commer-

cial banker's opinion this aspect of unimaginative and
unprogressive services by accounting firms must be
watched closely or the entire profession will suffer.
Accountants are less inclined to take a
fresh approach in performing their service largely
because there is less changing of accountants than
there is in other professional fields.

Normally a

business organization engages one accounting firm,
whereas in the banking profession a business organization may have six accounts each with a different
bank.

Because of such competition in the banking area,

banks are constantly being jostled into different positions of importance with their customers.

In the

accounting profession, the single accounting firm tends
to become entrenched and once he gets started in working
with the people, the accounting firm "can let its bars
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down a lot further without having any disastrous effect
on his business".

As a result, the accounting profes-

sion has a greater problem in keeping its practitioners
stimulated, imaginative and progressive.
Perhaps if an accounting firm rotated its
staff men on each job, it might help alleviate this
problem.

The commercial banker believed a periodic

change of accounting firms in order to bring in fresh
approaches would be too costly.

How Commercial Bankers Try to Evaluate CPAs
The commercial banker cannot evaluate CPA
firms in the same manner available to the investment
banker.

He does not have to prepare a report for the SEC

or any other agency.

Here the job required of the account-

ing firm is never clearly spelled out by other authorities.
Consideration is given to industry competence in
evaluating accounting firms.

Bankers tend to become

alerted when an accounting firm undertakes an audit
engagement in an industry outside its specialized area.
Although some consideration may be given to
the accountants' membership in the American Institute of
Certified Public Accountants and in state societies, the
commercial banker weighs most heavily his own experience
with the particular accounting firm, as well as the
general reputation of that firm.
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which service their customers.

They keep a cross

reference on every customer in their bank which uses
the same accounting firm.
Bankers would welcome individual CPAs taking
the initiative to join their clients when discussing
matters with commercial bank loan officers.

This pro-

cedure would have the added benefit of improving
mutual understanding between banker and accountant.
There appears to be an unfortunate void in
public relations between accountants and bankers.
Bankers want to know and should know what is normally
considered generally accepted auditing practices, and
accountants should take the initiative of making it
clear to these consumers of our service the extent of
an auditor's verification.

Problem Spots
One problem which arises in commercial banking
develops from a kind of a relationship where "the banker
sort of oozes into a bad situation" . What normally
happens is that the banker slowly gets further and further
involved with a client and as long as everything goes
along fine, he lets it slide.

Then, the company may have

a poor year, the inventory begins looking like it is
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getting out of line, or something gives the banker a
signal that matters are not quite right.

The banker

then undertakes to explore the problem with management, until finally he insists that something be done.
This something means having an audit performed by an
accounting firm whose professional reputation is respected by the bank.
Internal controls of a business organization
frequently trouble a commercial banker.

On several

occasions the banker consultant requested his clients
to engage accounting firms to make studies of controls
and to come up with recommendations for management
changes.

It is interesting, to note that if the com-

mercial banker felt the problem was a general over-all
management problem, he would not normally recommend
that his client go to an accounting firm, but would
suggest that a "true" management consultant firm come
in and make a study of the over-all picture.

Auditors' Reports
Certified public accountants would be surprised if they knew what a small percentage of opinions
are actually read in the reports they prepare.
A major reason that people seldom read the
opinions of accountants, is that most of them say the
same thing over and over again.
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would put into their expressions of opinion more of
what they have not done and really try to show in
detail what they have done, it might be of more interest.
Inasmuch as the depth of the audit varies
from case to case, there might be advantages in having
the opinion of the accounting firm specify in more
detail exactly the area covered.

Although there are

advantages in having a minimum standard requirement
for expressing a "normal" opinion, an accounting firm
might consider changing the form of opinion where more
work has been done than is. normally required.
When an exception was taken in an audit
report, the commercial banker was under the impression
that the auditor made only a slight change in the
opinion paragraph because he feared losing his client.
The auditor in his report should give much more detail
on any exceptions he takes.

If he is not completely

satisfied with a matter presented in the financial
statements, "it should have red stars all over it".
The extent of elaboration on an exception should be
determined by the importance of that exception.

THE FINANCIAL ANALYST'S RELATIONS
WITH ACCOUNTANTS AND ACCOUNTING
The approach of the financial analyst to
accounting matters is quite different from that taken
by the investment banker and commercial banker.
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financial analyst is an adviser to investors in the
securities of companies and his primary concern is
adequate disclosure.

Disclosure
Even though a great deal of progress has
been made during the last 30 years in increasing the
flow of useful information that comes to the investment analyst, he is never completely satisfied.
Responsibility for the increase in financial
disclosures may be credited to government agencies,
stock exchanges, investment analysts' organization,
the accounting profession and the companies themselves.
Pull disclosure should mean supplying in the
documents material whereby the analyst can make whatever adjustments he feels should be made to get to
a sound figure of earning power.

The analyst con-

sistently asks for more and more.

He does not ask

that this disclosure be one arbitrary form of presentation, but that it be of such a nature as will permit
him to do as thorough a job as possible of appraising
and studying the companies in which he asks his clients
to invest.
The financial analyst

believes that it Is

his duty to press for all of the information he can get.
His function is not to act as a judge, but to analyze
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and set forth so that someone else might make an
intelligent decision.
The attesting auditor stands somewhat between the client companies on one hand and the public
on the other.

In view of his position, he should

recognize the importance of adequate disclosure of
information to investors and to those who advise them.
"Adequate" is a vague term which accountants perhaps
do not like, but to the financial analyst it means
that there exists enough information to allow the
investor to make a comprehensive, thorough analysis
of the particular security, and to have the means of
following up on this investment once it is made.
One significant area of inadequate disclosure is in the analyses of divisional earning power.
In view of the stepped-up trend towards horizontal
expansion and diversification, disclosure of divisional
sales and earnings becomes essential for intelligent
financial analysis.

And, as a matter of fact, some-

times diversifications are undertaken in order to
cover up divisional operations.

Apparently, company

presidents who want to make a good market for their
stock and want a good reputation in the financial
community permit themselves to become accessible to
interviews by analysts and bankers.

Through this

means considerable data is revealed, but for some reason
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it.

Accountants might point out to such company

presidents that they are telling selected audiences
things that all stockholders would like to know.
Perhaps presidents of companies are less
reluctant to talk about their divisional operations
because while it makes a good impression, it is not
on the record.

By so doing, the president need not

give this same information out again, when the results
are not as good.

If this data were published, of

course, fuller disclosure regularly would be forced
upon the company for the sake of consistency.
The substance of the present status of
divisional disclosure is that companies appear more
ready to reveal data when it is to their own benefit.
But, when it is not to their benefit and they are not
able to confidently predict operating results in the
near future, they hesitate to make full disclosure
in print.
Some analysts have been successful in
extracting divisional operating results in diversified
companies by working up ratios and projections based
on other companies in the industry.

These projections

are then presented to the president for him to confirm
whether or not his company is keeping up with or excelling competition.
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pretty much what they want to say, CPAs have gradually
had to build a standard of their own as to what they
are willing to certify.

They thereby require a cer-

tain minimum standard of disclosure or they will not
certify.

This standard is always rising.

Sloppy Use of Financial Statements
A matter which disturbs the investment consultant is the sloppy use to which earning statements
are put.

Newspaper reports have a tendency to use

figures fast rather than to dig behind them.

A headline

to the effect that a certain company shows a decline of
earnings would probably cause its stock to go down, yet
this decline in earnings could very well have been
caused by a substantial step-up in depreciation charges.
This critical, technical factor might only be set forth
somewhere in the body of the dispatch where it is frequently missed by the lay investor.
Serious investment mistakes have been made by
analysts in projecting growth patterns.

Many analysts

do not hesitate to compare income statements of the past
five years and say "this company has got a growth trend
of 5% or 7% a year".

They can hide behind the nice

round approximations because they are taken from available
financial statements.

Yet, any trend expressed could be
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in grave error depending upon the treatment of
certain critical income and expense items each year.
The same analyst who does not hesitate to
project a 5 years growth trend in earnings would
likely shy away from actually compiling income statements projecting 5 years ahead.

More Figures and Rigid Principles Not a
Substitute for Analysis
The analyst is somewhat worried about the
current programs directed towards narrowly defining
accounting standards so that one might quickly come to
a judgment about a company's earnings, without subjective analysis.

His concern is aggravated by the

great diarrhea of figures being put out by computers.
All sorts of comparisons are being set forth and he
believes that this will lead to poor judgment on the
part of people who substitute superficial reading of
these comparisons for analysis.
Although the information coming from computers
is valuable, more times than not the really attractive
investment opportunity is the case which is changing
and does not show up in past figures.

The easier it

is to have these assemblages of ratios, the more likely
it is that there will be less intensive and penetrating
research.
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The effort of accountants to make accounts
completely comparable may incur a certain disadvantage,
especially to the extent that it forces accountants
to adopt rigid rules of definition and presentation.
In the face of legitimate deep differences of opinion
among accounting practitioners, if rigidity is imposed
one of the results would be to attach a degree of
sanctity to the earnings that they do not really have.
This could lead the investor and less industrious or
less qualified investment analysts into making errors
of judgment.
The current argument on how to handle the
investment credit is largely a dispute among professionals.

So long as the analyst knows how it is

handled and the figures are available, the analyst can
handle the matter to his complete satisfaction.
The analyst made clear that he was addressing
himself to concepts within the relatively narrow
confines of investment analysts' needs.

His comments,

therefore, do not apply to accounting treatments for
the internal use of data by executives in the companies
themselves, who need firm consistent figures to make
decisions.

Business executives do not have the time to

philosophize about the concepts.
It should be observed that there seem to be
differences between the investment banker and commercial
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banker on the one hand, who would prefer relatively
rigid rules for treating accounting matters, and the
financial analysts on the other hand, who tend to
prefer complete disclosure and full explanations.

Future Opportunities for Accountants
Accounting is becoming a bridge among all
countries of the world.

Even in Russia there is

developing a pressure for higher standards of living,
and this is being met in large part by the use of
business methods which have been found effective in
our part of the world.

This inevitably has to mean

accounting for these transactions in ways which our
profession has developed.

If in the unfolding of the

years to come this line of communication through
accounting could be widened, it would have a usefulness of great potential.
The accounting profession should continue
to follow and intensify the important public service
function of explaining and justifying profits in our
economy.

Most of the talks and articles on the subject

seem to come from business leaders and industrialists.
Certified public accountants have a significant knowledge of the subject and should be more vocal.
There is a serious need for interim reports
of companies with large holdings by the public that
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This is part

of the recommendations made by the Government's
special committee which studied the SEC, and is a sound
one which should be supported.

GENERAL OBSERVATIONS
Window Dressing of Financial Statements
Some businessmen seem to be aware of the
window dressing aspects involved in sale-leasebacks and
in lease-purchase agreements.

Although the sophisticated

analyst is in a position to reconstruct financial statements so as to make them comparable, the unsophisticated
investor generally looks at the final figure as published
and sometimes is misled.

Technical Accounting Problems and "Outside"
Agencies
From the point of view of long-range planning,
the resolving of technical questions involving alternatives are very important to the accounting profession.
Up to this time the profession has been quite successful
in settling its own differences, and gradually making
progress by improving standards.
The accounting profession should be able to
control its own destiny in these matters even though
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various government agencies may "chip" at them from
time to time.

Changes are difficult to make, and to

make them requires compromise.

Every vested interest

—

business, government and the accounting profession

—

strives to maintain its own position, but the

accounting profession should be able to make its own
major decisions in the future.
Government generally steps in when the
public begins to develop a lack of confidence in the
problem area.

If the accounting profession should

increasingly not be able to settle its own problems
internally and the public begins getting confused, the
public will begin to lack confidence and Government
will step in.

Comparability
Perhaps accounting in general was oversold
in the past.

Too many people assumed that the last

figure in income statements had some sanctity, and
that all final figures are comparable.

It was some-

thing of a shock to the uninformed to find out that
there are differences here which make them not
comparable.
Comparability need not be carried to
extremes.

Everyone knows a racetrack operation can-

not be compared with Standard Oil of New Jersey by
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looking at the bottom figures.

Within a particular

industry, however, where the circumstances are
identical, comparability should be possible.

For

example, why should one company capitalize its drilling costs and another company doing the same thing
expense these same costs, yet both receive unqualified
opinions from CPAs?
Perhaps the accounting profession should work
more closely with industry groups than it has in the
past.

Problems could be pointed out to such organiza-

tions as the American Petroleum Institute and on a
cooperative basis work out a relatively uniform method
of handling the same item.

Agreements of this sort

with business management through its industry association might help everyone.

If some procedure such as

this does not evolve, the Securities and Exchange Commission may move in.

Under such a circumstance the

SEC will actually be telling businessmen how much their
profits are.

The auditors will still be doing the

auditing but they will be doing it according to the
rules established by the SEC, instead of according to
management's own good judgment.

Corporate presidents

ought to be a little more aware of this overhanging
threat, and take steps to deal with it.
Under the pressure of preoccupation with the
immediate year's earnings figure, business management
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has taken it a little too easy in these vital accounting matters.
Care should be exercised so that any effort
at comparability does not breed unwarranted confident
in final figures.

Full and adequate disclosure of

what makes up these figures is always of prime importance .
The public should be made aware that no more
should be read into figures than Is warranted.

Everyone

must be constantly alert not to be misled by the presumption of preciseness.
In view of the great number of diversified
companies today, having fixed accounting principles
would not make much difference insofar as assisting
comparability.

So many different types of operations

seem to be put together into one business unit that
the combined figures are necessarily subject to possible
distortion.

The only solution under such circumstances

is adequate disclosure of division operations.

Obligation of Other Groups
Groups other than accountants have a social
obligation to assist in evolving adequate accounting
principles.

Such groups as underwriters,

financial

analysts, and bankers have an obligation to work with
the accounting profession to develop sound accounting
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Perhaps official contact might be

developed by AICPA with the Investment Bankers Association, with the Financial Analysts Federation and
with the Society of Actuaries so that there would be
communication on accounting research studies during
their development stages.

Such a relationship has

been in existence with the Robert Morris Associates,
to considerable mutual advantage.

Public Relations
The recent public exposure of different
points of view within the accounting profession on
accounting principles may have had a beneficial public
relations effect on the accounting profession.

This is

certainly true from the point of view of the banking
community.

Care must be taken, however, that such

exposure is not carried too far to the layman inasmuch
as excessive conflicting points of view could very well
"start chipping away at the pedestal".
Much of the research work being conducted by
the Accounting Principles Board such as on leases, price
level depreciation, pension funds, business combinations,
foreign operations, etc., is not known to the public.
Perhaps it would be a desirable public relations function
to periodically advise the public of these activities.
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It is obvious, however, that if these activities were
not going on productively, the Government would have
moved into these areas.
The banking community does not seem to have
a clear picture of what the accounting profession
does, why it does it or why it does not do certain
things. Obviously there is a lack of communication
between the two groups. One of the banker consultants
believes that part of this lack of communication is due
to the great numbers of accountants, some good and some
bad. The accounting profession is trying to make its
standard opinion on financial statements a uniform
practice, has made the less capable accountant appear
similar to the competent accountant. He believes that
the accounting profession has been forced to compromise
so as to get conformity. In view of this, for the
banker to properly evaluate an audit job, he has to
look quite carefully.
In adopting a uniform certificate the accounting profession seeks to make it possible for the user
to readily determine the substance of the audit without
having to sit and interpret what the auditor really
means. By forcing all practitioners to report in the same
mold, it places on them a moral and legal liability by
their use of the uniform opinion. In effect, the accounting profession tries to protect the user of its product
by means of the uniform opinion. Everybody is forced
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at least to a minimum standard.
Problems involved in the accounting profession's public relations with businessmen may take care
of themselves. Increasingly men with accounting backgrounds are finding themselves in positions of senior
management in corporations.
Accreditations and "Fellow" Designations
Accreditation of accounting firms, somewhat
similar to university accreditation or hospital
accreditation, did not appear to be desirable to the
bankers for several reasons:
(1) Standards might be set so liberally that
anybody who is any good in any field of
accounting practice would automatically
be accredited.
(2) The highly competent firm in only a restricted area might not come up to the set
standards and therefore its overall position might not warrant accreditation.
(3) Through the mechanics of expulsion from
AICPA, the profession already has a form
of accreditation in reverse.
In the accreditation of hospitals and schools,
sometimes this is directed towards attracting faculty
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impact on the people who use the facilities.
An intra-profession mechanism for designating
Fellows who have attained competence in specialized
areas through extra study or experience won some
favorable comment from the bankers.

However, it was

felt that 47,000 members were too many people to which
to apply the selectivity yardstick.

Such a Fellow

designation would not help firms with good reputations,
but might let a few unqualified people "sneak under the
banner".

It was the general feeling that a bank or

other user of the CPA's end product would not accept
"recognition" of a CPA by the professional accounting
organization over the bank's own experience with that
CPA.
Accounting firms basically are on their own.
They have got to do the job, they have got to know the
people, they have get to be known.

There will always be

a wide range between the best and the worst.

The

primary function of AICPA should be to continue to try
to gradually raise the minimum standards for admission
to the profession.
The Fellow idea has merit as an internal
mechanism largely as an incentive for members to study
and learn more.

The accounting profession may be the

only professional group without some Fellow arrangement
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or its equivalent.

International Aspects

The accounting profession must consider the
tremendous increase in the demands for its service in
the international area.

Although some of the largest

accounting firms are developing international coverage,
it is far too limited compared to future requirements.
This expansion into international accounting involves
not only personnel, but the different methods of
accounting in foreign countries.
Some of the big firms are working on this
future world involvement by establishing

international

offices, correspondents, and/or partners in foreign
countries.

The American Institute of Certified Public

Accountants has a Committee on International Relations
which has a research man making a study of the differences in accounting principles and auditing

standards

in the major foreign countries.
One suggestion which is being seriously considered in moving ahead in the international field is
that the profession in the United States not take on
the job of exhorting other people to come up to its
standards, but rather to form a kind of international
committee to disseminate information on approved methods.
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The "approved methods" could very well be influenced
by American banks, American investment companies,
stock exchanges and the SEC when the foreign companies
come to this country for financing.
As accounting goes international, ultimately
there will have to be some kind of recognition or
designation of ability on an international basis. The
profession in the United States cannot impose its CPA
certificate on other countries any more than other
countries can impose their recognized professional
certificates on us. The entire profession must take on
a truly international perspective.

Content of Audit Reports
The formalized financial opinion accompanying
the audited balance sheet and income statement has had
a tendency to narrow the use of the auditor's report.
Apparently because of legal liability aspects, auditors
do not like to say anything in their reports except what
is embraced in their attestation. If auditors felt
freer to write general observations subject to whatever
qualifications are necessary, the financial report would
be more useful. Perhaps there could be a loosening up
in this area if auditors in addition to preparing their
opinion report supplemented it with some informal type
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report. At the present time, the only way in which a
banker can get additional information which he needs,
is to require the client to have a special survey made.
Bankers could require additional information
in auditors' reports of their customers when they request
lines of credit. Information significant to the banker
would include such matters as details on inventory
composition and signs of weaknesses in receivables.
Frequently this type of Information is furnished through
long-form audit reports, but such reports usually come
only under pressure from the banker.
There is room for improvement in communications among banks, borrowers, and accountants. A substantial step forward could be taken in this area if
it were made clear to borrowers by bankers that their
credit rating would be improved if their CPAs were
permitted freedom in communication with the bankers.

Ethics
In general the accounting profession has a
very high reputation in the banking community. Inasmuch
as one of the principal functions of the CPA is considered to be more that of a policeman, it is necessary
that the profession retain such a high reputation.
Advisory services to a client by a CPA might
in a very small way affect his independence. In such
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matters the circumstances of the situation must be
weighed. When dealing with larger accounting firms,
some believe that the rendering of constructive
management services to a client was less inclined to
influence its independence than when smaller accounting firms were involved.
In general, the average man in the street
and stockholder thinks it appropriate for a professional auditor to help his client in management consulting areas. The typical stockholder who attends
annual meetings thinks of the auditor as being part
of the management organization. This impression is
encouraged when management refers direct questioning
by stockholders to a representative of the accounting
firm for answer.
If during the course of an audit the CPA
discovers some unethical practice or conflict of
interest, it appears to the bankers that this matter
should be reported to the representatives of the
client who engaged the CPA firm. It is up to the CPA
to report the facts as he sees them and not to interpret those facts in terms of violations.
Because of the confidential relationship
between a CPA and his client, the CPA is not allowed to
go out and inform on a client even after he has resigned
from the engagement. Unless the accountant were
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authorized by his former client to discuss the matter
with the client's banker, he should not transmit an
illegal or improper situation to the banker. On
inquiry all he could say is that he gave up the
engagement or was relieved from the engagement. Ethics
are changing all the time, and the standard of morality
that the public expects of business people keeps going
up steadily. What might have been considered entirely
proper 25 years ago, could very well be interpreted as
illegal and unethical today. The auditor as well as
the banker should therefore keep attuned to the times,
and must evaluate business' dealings in the context of
present-day thinking.
In the banking community, any restrictions
placed on ownership of securities by bank personnel of
client companies are matters for the firms own determination. The Investment Counsel Association has a
generalized code of ethics, but no specific rules on
buying or selling securities of particular companies.
In general, however, investment banking and brokerage
firms require their employees to report to some designated authority securities of client companies purchased
or sold by a member of the firm.
Because commercial bankers frequently obtain
a great deal of information in connection with loans
which they are making, they must set up all kinds of
barriers within their own organizations to protect this
information.
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This paper is intended for the information
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basis for discussion and does not present
the views of the members of the committee
on long-range objectives of the American
Institute of Certified Public Accountants.
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PROFILE OF THE PROFESSION; 1975
Problems of Education — Views of Accounting Educators*
Long-Range Objectives Committee, 1963-64
American Institute of Certified Public Accountants
As a part of its consideration of the problems
of education for accountancy, the Committee invited three
accounting educators to present their views on the subject.
The views expressed were primarily concerned with the
content of and the approach toward formal higher education
prior to commencement of professional practice, and to
the continuing education of accounting practitioners.
Some time was devoted to problems involved in the relationship between accounting practitioners and academicians,
and to public recognition of professional accountants. In
addition, some consideration was given to accounting research and to recruitment for the profession.
In many aspects of the questions considered, the
participants were in general agreement. In some instances,
however, widely divergent views were presented. The views
*In considering where the accounting profession wants to be
in 1975, the Committee has consulted experts in various
fields concerning the problems to be faced in the future.
The panel of accounting educators consisted of Professors
Herbert Miller, Michigan State University; Sidney Davidson,
University of Chicago; and Paul Fertig, Ohio State
University. This position paper was prepared by Raymond
Perry, who attended the meeting as an observer, under the
direction of Robert M. Trueblood, chairman of the Committee.
The paper does not necessarily reflect the views of the
author or the Committee.
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expressed, indicating divergent opinions where they
exist, are summarized in this paper under the following
subjects:
Page
GRADUATE ACCOUNTING PROGRAM
Organization

2

Content of Curriculum

5

Undergraduate Preparation

8

TERMINAL UNDERGRADUATE ACCOUNTING PROGRAMS

9

CONTINUING EDUCATION OF ACCOUNTING
PRACTITIONERS

9

MANAGEMENT SERVICES

12

HIGHER ACCREDITATION

13

RELATIONSHIPS BETWEEN ACADEMICIANS
AND PRACTITIONERS

13

ACCOUNTING RESEARCH

14

NEED FOR QUALITY ACCOUNTING PRINCIPLES

17

RECRUITMENT FOR THE PROFESSION

18

Graduate Accounting Program - Organization
There was general agreement that the basic
education of professional accountants should be accomplished
at the college and university level. In the future,
education for leadership in the profession will undoubtedly
require study at the postgraduate level. This is expected
to require as much as two years, in addition to the normal
four years required for the baccalaureate.
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Two opposed views were presented regarding the
nature of the graduate accounting education. One view
favors the establishment of graduate professional schools
of accountancy as separate entities within the universities,
organized in much the same way as the existing graduate
professional schools of law, medicine, and business. The
other view favors including graduate education for accounting within the framework of the graduate business schools.
Reasons presented for advocating separate graduate
accounting schools are as follows:
1. The control of the accounting curriculum
will rest with the accounting professors.
This will enable them to develop an accounting
curriculum especially suitable for professional accountants. (The present MBA programs
tend to be tailored to the needs of nonaccounting majors.)
2. A separate professional school will enhance
the prestige of the profession. It will
serve to identify people who are headed for
professional accountancy. This will make it
easier to attract capable people, both as
students and as faculty.
3. A professional school will encourage
capable people to make; a career of teaching
accounting. The development of a large and
significant subject matter at the college
and university level will be continued. This
will result in an expansion of the accounting
literature and contribute significantly to
the future development of accounting.
4. It is argued negatively that if the professional accounting curriculum continues
as part of the larger professional business
school, its scope is likely to be reduced.
This will discourage people from becoming
accounting professors and curtail the development of a meaningful literature in the
field by the universities. It is likely
that such a loss at the university level
might not be compensated for by practitioners.
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Reasons presented for advocating education for
accountancy as part of the broader framework of the
graduate business school are these:
1. Accounting should properly be viewed as
the language of business. It is, as such,
inextricably intertwined with business
operations and cannot be taught in a meaningful
manner apart from other business subjects.
This can best be accomplished if accounting
is taught as one aspect of business management.
2. There seems to be no valid reason for
separating the education of professional
accountants heading for public practice as
against those heading for industry. A
separate accounting school suggests such a
separation.
3. The study of accounting as well as other
functions of business areas requires an
understanding of a number of related
disciplines -- behavioral sciences, economics
of the firm, aggregative economics, and
quantitative analyses. Difficulty has been
experienced in attracting outstanding people
to teach these related subjects in business
schools because they often feel a loss of
status in being associated with a business
school instead of a department devoted to
their basic discipline. Frequently the
technique of joint appointment in the
business school and related department must
be utilized. It can be assumed that even
greater difficulty would be experienced in
attempting to attract people in the related
disciplines to a school of accountancy.
In any event, once competent people in the
related disciplines have been attracted,
it makes more sense to utilize their
abilities for all graduate business programs.
4. In a separate accounting school, the
tendency would be to include an excessive
number of accounting courses. This is apt
to put so much stress on procedures that
students may tend to lose sight of the
basic principles of accounting and as a
result may come to believe that the profession
deals primarily with trivialities.
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5. As the next section of this report and
many other reports of the LRO Committee
indicate, accounting will increasingly be
dealing with broader and more complex questions of business management. At a time
when horizons are expanding, it seems
particularly inappropriate to narrow the
scope of the accountant's education. There
is a danger that separate schools of accounting
would do this.
Graduate Accounting Programs - Content of Curriculum
There was general agreement that the design of
the curriculum for the graduate accounting programs should
be governed by our expectations as to the nature of the
accounting function in the future. This will require a
reappraisal of the traditional curriculum and especially
the content of accounting courses. Important business
trends which appear likely to continue in the future and
which are relevant to the problem are as follows:
1. Growth in size and complexity of businesses
2. Increased governmental participation in
controlling the operations of business
3. Rapidly improving techniques for amassing
and processing data
4. Increasing emphasis on planning and
control of business operation in
quantitative terms
5. Increasing use of advanced mathematical
techniques in business decision-making
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As a result of these trends, there are increasing demands
by business for accountants to provide counselling of the
more complex "management services" variety.

Increased

Government participation will probably increase the
importance of the attest function.
The content of the curriculum must therefore
accomplish a two-fold purpose.

It must equip the graduate

to perform the greater variety of complex services being
demanded.

In addition, since the precise course of future

developments cannot be predicted, the graduate must have
the ability to adapt to rapidly changing requirements.
There was general agreement that courses in
accounting should stress basic principles and objectives
of accounting.

The teaching of techniques should be

limited to illustrating the basic principles, and not as
an end in itself.

One view was that as a result of this

emphasis on principles rather than techniques, the number
of accounting courses can be substantially reduced.
Courses in auditing techniques and taxation might well be
dropped entirely from the curriculum of the professional
school.

According to this view, perhaps one-third of the

graduate curriculum should be devoted to accounting.
Additional training, as necessary, in accounting techniques
should probably be handled by the firm, the Institute,
or vocational divisions of the universities.
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The opposed view, however, considers that the
number of courses should not be reduced, although their
specific content should change, unless the accounting firms
or the Institute are prepared to undertake expanded training
programs.
so.

It would be possible for the large firms to do

However, the smaller firms would probably have to rely

on an expanded Institute program.
An important factor in determining curriculum
content is the CPA examination.

Examination questions

appear to be based in large part on the subjects included
in the leading accounting text books.

The text-book

writers in turn are governed in their selection by the
questions presented in recent examinations.

This circular

process tends to maintain the status quo and hinders the
necessary adjustment of curriculum to current requirements.
There is a need for both the textbooks and the CPA examination to be linked to broad basic principles.

This, no

doubt, will require cooperation between the academic
community and the Institute.

Although this has been attempted

in the past, the results have not been satisfactory.

Renewed

efforts in this direction are indicated.
In addition to accounting courses, there was
agreement that the graduate program should include study in
the other functional business fields and also in related
disciplines such as quantitative analysis, economics,
behavioral sciences, and law.

The content of the courses in

the related disciplines is under continuing study at most
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institutions and a definite pattern has not yet emerged.
Selecting suitable materials in the behavioral sciences
was cited as a particularly difficult area.
It is expected that the report which will result
from the "Common Body of Knowledge for CPAs" project currently in progress under the direction of Dean Robert Roy
will provide valuable assistance in the development of the
curriculum.
Graduate Accounting Program - Undergraduate Preparation
The members of the panel agree that undergraduate
preparation for the graduate accounting program should, in
most cases, consist of a four-year liberal arts program.
There is some experience indicating that persons with undergraduate concentration in mathematics and natural sciences
do better in graduate accounting programs than others.

How-

ever, there is certainly no need or desire to limit admission
to the graduate program to persons with such background.
The quality of the undergraduate program is considered
to be more important than specific content.

The program

should, however, include basic training in mathematics, both
as a basis for future study of accounting and business and
also to demonstrate an aptitude for dealing with quantitative
concepts.

In addition, it is preferable for the undergraduate

program to include study in some depth in one field rather
than to be entirely devoted to surveys of many different
fields.

A basic one-year course in accounting may be included,
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but otherwise formal training in business subjects should be
postponed to the graduate program.
Terminal Undergraduate Accounting Programs
Regardless of the approach followed in graduate
accounting education, there remains the question of whether
or not a technically oriented undergraduate accounting program
should or will be continued.
Although enrollment in undergraduate business schools
has been declining somewhat in recent years, the state-supported
universities undoubtedly will be required to continue such
programs.

The undergraduate programs meet the needs of

students who, for financial or other reasons, are not able
to complete more than four years of higher education and
desire preparation for business careers.
The technically oriented undergraduate programs of
the future will probably become largely vocational in nature
and will be designed to train people for jobs in accounting
which are not of a professional character.

In addition, they

might provide specialized technical training for the employees
of firms that are unable to develop internal training programs.
Continuing Education of Accounting Practitioners
Regardless of how good the university preparation
for a practitioner is, it is recognized that a professional
discipline requires continuing study.

This is especially true

in view of the rapid developments and technical changes mentioned above.
categories:

The specific needs probably fall in three
603

- 10 -

1. Keeping current on technical developments
in the accounting field.
2. Gaining basic information in the related fields
for practitioners who did not obtain such training in their college and university work.
3. Continuing general education in order to be
aware of inter-relationships between professional practice and the world at large.
Perhaps the greatest difficulty in accomplishing
effective continuing education is the pressure for maintaining
a high level of productive effort or "chargeable time."
There was general agreement that accounting firms would have
to take strong positions in encouraging their people to devote
time to continuing education activities.

And this has to

be done, of course, with the realization that current
chargeable time is being sacrificed.

Encouragement to pursue

a continuing education program must include positive recognition
of such accomplishments in determining compensation and
promotions.
There was also agreement that the willingness of
practitioners to devote time to education activities, especially
to those that are not technically oriented, is dependent to
a significant degree upon the basic education of the individual
involved.

The probabilities are higher that a person with

a broad liberal arts background will be able and willing to
seek out opportunities for continuing education.
Merely making time available to the individual for
continuing education, however, is no guarantee that educational
goals will be advantageously pursued.

Therefore, it is im-

portant that both motivation and proper guidance exist.
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There are a number of places where the guidance can
be obtained.

The most important ones are these -- firm train-

ing programs, programs by the Institute and the state societies,
courses offered by colleges and universities, special seminars
by the universities at the request of firms or the Institute
and societies, and personal reading programs.
Some firms have established their own formal
educational programs which go beyond on-the-job training.

In

most cases, however, they tend to be restricted to the "how
to do it" level.

This has also been true of the professional

development programs by the Institute and state societies.
One suggestion was to develop leave of absence
arrangements for practitioners.

Under such programs, the

practitioner would go back to school for a period of several
weeks or longer for intensive study.
programs of this nature are available.

It was pointed out that
Here again, the problem

of encouraging greater participation by practitioners exists.
There appears to be a need for the colleges and
universities to present programs that would be helpful to
practitioners.

The universities, however, generally hold that

the highest priority use for their limited resources is the
support of programs for full-time students.

They are usually

only willing to provide evening and special interest programs
on a self-sustaining basis and normally limit them to periods
when usage of facilities by matriculated students is low, such
as the summer months.

The responsibility for the initiation

of such programs rests with the profession.
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Management Services
The place of management services in the professional practice of accounting was discussed briefly.
Since CPAs have no special statutory rights in rendering
management services, they will be in competition with
management consultants, industrial engineers, and others.
Who gets the work will depend on who does the best job
for the managements seeking the services.

Accountants

will have to develop the skills required for the successful performance of high quality services in this rapidly
expanding area.

This emphasizes the need for a thorough

education in the basic disciplines related to accounting
and business.
Some difference of opinion exists regarding the
applicability of the code of ethics to management services
engagements.

One view holds that clients will expect that

management services performed by CPAs will adhere to the
same ethical standards that prevail in auditing, and that
this is feasible without any modification of the code of
ethics.
The other view, however, holds that the differences
between the two types of services are substantial.

There-

fore, the application of the profession's code of ethics
to management services engagements may have to -be specified,
particularly in reference to independence and competence.
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Higher Accreditation
Generally, the panel did not look with favor upon
the idea of higher accreditation -- that is, establishing
a "degree" superior to the CPA that would divide the
profession into upper and lower levels.

They recognized

that the CPA certificate represents evidence of minimum
qualifications for entry into the profession.

They believe,

however, that higher recognition of CPAs can be attained by
personal reputation of leaders in the field and does not
require a formal degree.

The panel, however, did support

the idea of recognizing specialization within the profession,
as might be accomplished, for example, by establishing
sections within the Institute in a manner similar to that
of the American Bar Association.
Relationships Between Academicians and Practitioners
The members of the panel generally agreed that
there was a real problem of developing a sense of identification with the profession among accounting professors.

The

view was expressed that most academic accountants tend to
be alienated from the concerns of the practitioners.
Several techniques for overcoming this difficulty were
suggested.
Faculty internships whereby professors take leave
from their university duties for a portion of a year or
even an entire year and spend it in working with a CPA firm
can achieve a sense of identification.
successful use of this type of program.
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The development of seminars for practitioners
by the universities is another way by which closer relationship can be developed.
Invitation of business school deans by the
professional societies to attend seminars or special meetings
was suggested as a means of improving the status of the profession in the eyes of the academic world.
Finally, the establishment of an academic vicepresident for the American Institute and also possibly for
the various state societies was suggested as a means of
encouraging academic participation in Institute and society
activities.
It was pointed out that members of Institute
committees are generally selected from members who have
previously been active in a state society.

This, however,

creates a problem as far as participation in Institute
activities by academicians is concerned since many of the
activities of the state societies are unlikely to be of
interest to academicians.
Accounting Research
There was general agreement that accounting
research, both by the Institute and by the universities,
in the past has not been wholly satisfactory.

There are,

however, divergent views as to the reasons for the unsatisfactory condition and the approach that should be
followed in improving the situation.
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One view holds that the function of the universities
should be that of pursuing long-range research.

Among the

purposes of this long-range research program should be
determining the specific objectives of accounting.

The

Institute should then have the job of dealing with the dayto-day problems that arise concerning accounting principles
and other accounting matters.
The opposite view holds that it is. the purpose
of the Institute to determine the objectives of accounting.
Once these objectives have been determined, the universities
can perform the useful function of researching the methods
for attaining the objectives.
Proponents of both views did agree that the
research activities at the universities need strengthening
and certainly the Institute and the firms can provide
encouragement in this direction.
A part of the difference of opinion probably
arises from differing interpretations as to what is included
in the field of accounting.

One view would include problems

of measurement and the broad subject matter of "management
services" within the framework of accounting.

The other

view would generally restrict accounting to the area of
financial controls and would consider the management services
function to be a separate field.
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The Accounting Research Division of the Institute*
has served largely as the source of background materials to
aid the Accounting Principles Board in its deliberations.
There is some support for the position that control over
the ARD should not rest with the APB.

The ARD should be

free to pursue other accounting research objectives in
addition to development of accounting principles.

For

example, the ARD could consider the problems of the application of statistical sampling techniques to auditing or
the auditing problems created as a result of the recent
advances in electronic data processing.
In any event, it is likely that research activities
will be performed to some degree by both the Institute and
the universities.

This raises the question as to whether or

not a coordinating agency is needed to avoid duplication.
It was generally agreed that there is no particular need for
such coordination.

Independent research efforts on a

particular problem will usually follow different approaches
and tend to reinforce one another.

Much more is to be

gained by such diversity than will be lost' from overlapping
efforts.

*Accounting Research Division refers to the Director of
Accounting Research and his staff. This group operates
independently of the Technical Services Division.
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Need for Quality Accounting Principles
Related to the question of accounting research
is the problem of defining and delineating accounting principles.

The view was expressed that both the status of the

professional accountant and the value of the attest services
rendered by the accountant are dependent upon the quality
of the accounting principles employed.
It was agreed that the objective of the Accounting
Principles Board is to codify existing accounting principles
and to narrow the differences in practice by eliminating
undesirable practices.

Accordingly, in this view it is

distressing that the Institute in its research program, both
currently under the Accounting Principles Board and previously
under the Committee on Accounting Procedure, has made such
little progress in defining accounting principles and
narrowing differences in accounting practices.
This problem is considered to be of crucial importance.

Independence alone, without a set of clearly

defined principles, may not be enough to insure the continued
importance of the attest function.

There were, however,

two different views as to the proper approach to be followed
in resolving this problem.
Under one view, a new approach by the Institute
may be required in order to come to grips with this problem.
The accounting profession needs to view itself as one large
firm for this purpose.

Although there is a time for dis-

cussion and for putting forth different views, eventually
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a decision must be reached.

Once a decision is reached,

the profession must support this decision -- always, of
course, with the proviso that the decision can be reconsidered at a later date.

This problem does not arise

because of a lack of suitable accounting principles or
quality in the research data available to the APB.
Rather, the need is for a procedure for resolving differences of opinion.
The other view holds that failure to achieve
agreement on accounting principles stems from failure to
define accounting objectives with sufficient precision to
provide criteria for reconciling differences.

The un-

certainty as to objectives can only be overcome by adequate
accounting research.

Given the ambiguities in existing

"principles" the problem of "resolving differences" is a
political problem.

Although agreement under present circum-

stances is highly desirable, it will not solve the problem
of vague accounting objectives.
Recruitment for the Profession
The panel was asked to comment on the appropriate
channels for applying the limited resources of the Institute
available in the recruiting area.

Specifically, should

the Institute direct its interest primarily to the high
schools?

Or would it be better to concentrate on the liberal

arts colleges?

There was agreement that it perhaps would be
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better to switch emphasis to attracting liberal arts and
possibly engineering graduates to the graduate accounting
programs with a view to encouraging graduates of these
programs to enter the profession.

Persons who have com-

pleted this type of formal education and enter the
profession are likely to be the leaders of the future.
It was recognized, however, that perhaps the
largest portion of persons entering the profession in the
immediate future would continue to come from undergraduate
business programs.

Accordingly, it might not be wise to

neglect those aspects of the recruiting program designed
to interest high school students in accountancy.
It was suggested that maximum results should be
obtained if recruiting activities are concentrated at the
times during student careers when students feel the greatest pressure to make vocational decisions.

These decision

points are likely to occur at the beginning of the freshman
year, near the end of the sophomore year, and just prior
to graduation in the case of liberal arts students.
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NOTICE TO READERS
This paper is intended for the information
of state society committees and interested
members of the Institute. It is solely a
basis for discussion and does not present
the views of the members of the committee
on long-range objectives of the American
Institute of Certified Public Accountants.
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PROFILE OF THE PROFESSION:

1975

FROM THE VIEWPOINT OF A SOCIOLOGIST*
Long-Range Objectives Committee, 1963-64
American Institute of Certified Public Accountants

The Long-Range Objectives Committee of the
American Institute of Certified Public Accountants sought
the counsel of Dr. Paul F. Lazarsfeld, a well-know
sociologist in the United States.

Dr. Lazarsfeld has had

extensive experience In government and in education, both
nationally and abroad.

Accordingly, his observations

should be considered from his position as a leading sociologist of the world having a broad background of
experience.
Preliminary Considerations
At the fringes of the boundaries of contemporary accounting theory and practice there now exists a
rapidly growing technology of measurement having an
Increasing area of our changing society as its scope of

*In considering where the accounting profession wants to
be in 1975, the Committee has consulted several experts
on the environment in which accounting is likely to find
itself at that time. One of these experts was Dr. Paul
F. Lazarsfeld of Columbia University. His contribution
to the Committee's thinking is the basis of this paper
prepared by Norton M. Bedford, a member of the Committee.
The paper does not necessarily reflect the view of the
author or the Committee.
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application.

And whether or not the CPA profession should

or could assume this development at its fringes to be a
part of the accounting discipline of the future, no study
by a committee on the future of the accounting profession
would be complete without consideration of this emerging
measurement area.
Future Areas of Possible Accounting Practice
Operating under the general heading of Social
Research, though it includes social bookkeeping as well,
the development at the fringes of our discipline is of
such scope and magnitude that complete acceptance of it
as the nature of the accounting discipline would dwarf
our current conception of the nature of the accounting
function in society.

It may be that this issue is not rele-

vant to the current practice of the accounting function but
that it will be an issue for consideration after 1975.
Whether or not the development is pertinent to accounting
practice in the near future, it is currently significant
to educators and others concerned with the development of
the future generation of accountants and to researchers
concerned with the development of the accounting discipline.
Broadly, the area involved covers the entire
field of measurements useful for the operation of society.
Business measurements, to which accounting is now closely
tied, would represent only one part of the scope of the
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field.

It would probably involve the use of measurement

methods not now part of the accounting discipline.

And

the profession capable of performing this function would
contribute substantially to the development of both
business Individually and society in general.

The activi-

ties performed by practicing members of such a broad
profession could range from census taking to index number
construction to governmental budgetary control; and the
measurement methods used could vary from conventional
quantitative procedures to ranking procedures to qualitative evaluations.
No precise boundaries now exist for the new
field for it is still in a process of development.

It is

growing rapidly, however, and there are at least seven
points where developments in the emerging area of social
research now touch or come close to the accounting discipline.
1.

The attest function

2.

The budget function

3.

The problem of measurement

4.

The problem of conflict and collaboration

5.

Professional training

6.

The research function

7.

The social measurement function
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The Attest Function
The need for the attest function in society is
growing.

Not only is this true in the area of business,

as every accountant knows, but in the social science area
as well there are a lot of activities which need attesting.

Social research has become big business and is

engaged in such activities as television ratings and
public opinion survey, where sampling is used to collect
Information.

When sampling is used to develop informa-

tion, there is a need for objective verification and
attesting that the sampling has been properly performed.
It has long been possible to audit sampling procedures,
and the techniques required are known to most CPAs who
develop sampling procedures for financial audits, but
accountants are not now typically assumed to be authorities in such areas.

For example, a technical committee

for the Congressional Committee Investigating television
rating included no accountants.

Apparently the basic

competence of accountants in such an area is not recognized.
Nor were accountants used in the Social Science Research
Council's investigation of the 1948 incorrect prediction
of the presidential election by public opinion polls.

In

both of these instances an attestation or auditing was
needed regarding the adequacy of the sampling procedures.
The function is now being performed, in many other areas
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of social activity, by social researchers and not by CPAs.
The Budget Function
The growth of applied science has created a vast
area having involved budgetary problems.

The government

spends great sums on research grants and needs better
budget extimates of the cost of proposed research projects
if research is to be under control.

Many cases may be

cited to call attention to the need for research control.
At the present time the budget estimates of such items as
the cost of a supersonic airplane, the cost of new weapons
of war, or any involved research project, are quite crude
and a need for improved budgeting exists.

An article in

the Public Opinion Quarterly titled "Dollars and Sense"
has pointed out that budgeting and auditing of scientific
research projects is a completely new problem in our
society.

This is true for both physical and social

science research.

At the present time governments and

foundations do not know how to budget research projects
and they do not know how to audit research budgets submitted to them.

For example, a project to do nothing but

find out the number of organizations in the country could
be budgeted only crudely because there was no information
indicating how the project should be carried out.

Budget-

ing would involve breaking down such a project into the
separate activities involved, such as determining the sample
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to use, preparing the questionnaire, conducting the interviews in the field, making the statistical analysis, and
writing the reports, so realistic cost estimates could be
made.

This procedure, while obvious to the CPA trained

mind, is not understood by many of those engaged in
scientific research.

The general principles of budgeting

are completely unknown to them.

Budgeting the use of a

computer and the assignment of computer overhead costs
is another illustration of the budgetary problem involved
in research projects, which is now crudely measured by
social researchers.
Auditing research projects and research bureaus
in terms of efficient performance is also an undeveloped
area into which accountants could move.

A type of audit-

ing particularly needed in the research area at the present
time is the evaluation of proper overhead charges to be
included in government contracts and grants.

No one knows

the law on the assignment of overhead to projects and no
one knows really what to do about charging overhead to
research projects.

There is a need for a CPA attestation

of the proper overhead for research contracts and grants.
Currently researchers are acting as amateur accountants in
this area and there is very much a need for professional
accountants.

CPAs could perform a desirable service by

acting as an intermediary between government and univer-
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sities or other research groups in cost determination
and evaluation of research projects.
The Problem of Measurement
Measurement methods have expanded substantially
and there is no reason why an accountant should limit
himself to those methods attached to some conventional
definition of accounting.

There are large new areas of

measurement of performance and measurement of existing
activities which accountants could invade if they knew
about them.

Although it would bring accountants into

competition with social researchers and others, accountants could take all systematic measurement into the
province of their activities.

Accounting would then

involve the planning of measurement, the attesting of
measurement, and the checking or evaluation of measurement.

It would involve accountants in a wide range of

activities, even international affairs.

New methods of

measurements available to accountants in performing this
broad function are discussed by Warren S. Torgerson In
Theory and Methods of Scaling (John Wiley & Sons).
There are problems which the accounting profession will encounter when it enters the broader area of
activity.

Not the least of which is the need for an

understanding of each subject matter to be measured, particularly in the planning of the measurement to be made
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and the information to be revealed.

This may require

specialization by accountants in different subject matters,
over and above an increased competence in the measurement
technology.

Such specialization may involve additional

problems in the training of professional accountants, but
the need for specialization exists.

In part, it has

arisen as social research efforts have developed to the
point where the need for social bookkeeping becomes an
important part of organized society.

For example, 200

years ago, the problem of the census was a research
project dealing with such questions as how to sample and
how do people answer.

At the present time these research

issues have been settled and the problems of the census
have moved from the research level to the surveying or
social bookkeeping activity.

Similarly, the problem of

computing unemployment in the country was a research
problem forty years ago dealing with such issues as the
definition of an unemployed person.

Currently the problem

of computing unemployment is a counting process in the
area of social bookkeeping.
It is when the measurement of various social
information becomes routine that social research becomes
social bookkeeping and the need for auditing and attesting arises.

From this it follows that specialization in

subject matter becomes a problem of the profession.
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Continuously social problems move from research to social
bookkeeping and the problem of the future practice of
accounting and the training of young accountants becomes
one of knowing the new areas of accounting measurements
which will be needed in the future.

In terms of a defi-

nition of the accounting function in society, acceptance
of the broader area as part of the accounting function
implies that the accounting profession deals with anything
measured in some kind of repeated fashion.

This does not

mean that every accountant would have to know everything.
Specialization would exist but the totality of the profession should cover all fields where repetitive social
measurements exist, including the new fields of social
bookkeeping.
There is a common web that runs throughout all
measurement regardless of the area in which the accountant is involved.

Familiarity with this common body of

knowledge of measurement would enable accountants with a
limited amount of subject matter specialization to enter
a variety of areas.

For example, auditing the testing of

a new pharmaceutical invention, dealing with questions of
whether or not the company used enough cases and whether
or not they matched applications in the test to results
from the test —

toward the objective of certifying as

to the effectiveness of the new drug, could represent an
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important area of accounting activity.

There are a great

number of agencies in this country which collect and disseminate social science information and this is completely
an accounting function which accountants could be doing.
Another problem the accounting profession will
encounter when it enters the broader field of measurement
is getting prospective users to accept and prefer accounting measurements, as opposed to the measurements of some
other group, such as social researchers.

The problem is

particularly acute because nobody now thinks about seeking
the services of an accountant to deal with such problems
as governmental evaluation of requests for educational
research grants or an educational board's efforts to
allocate funds appropriately.

There is too much of a

conception of the accountant, in his auditing capacity,
as just checking-up to see whether or not anybody has
spent fifty cents on something he was not supposed to do
so; a marginal and often unnecessary activity.

It seems

realistic to assume that in the broader measurement
activities the accountant might well be but one of several
measurement authorities and that the final decision on a
proposed action would be decided collectively.

But the

accountant needs to battle in this broader area to improve
his general public image.

And he needs to do battle in

the new measurement areas because the problems of planning
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future activities, budgeting for them, and attesting as
to their effectiveness are so complicated that no single
person or group can make the decision.

Society needs

more measurement authorities as participants in these
problems.
The Problem of Conflict and Collaboration
Every profession has the problem of conflict
and collaboration.

For example, accounting principles

can either be in a conflict with the tax law or it can
collaborate with it.

Or accounting concepts could be in

conflict with economic or legal concepts or collaborate
with them.

Accountants may be in conflict with bookkeepers

or in collaboration with them.

When the profession expands

Its scope of activities it may be either in conflict or it
may collaborate with other fields.
In the field of social research, there are two
areas where the profession will face the conflict or
collaboration issue.

The first of these is the area of

measurement of social organizations.

Will the accounting

profession study the business enterprise in order to
measure enterprise effectiveness only in terms of profit
or loss or will it study the development of measurements
of effectiveness in terms other than profit or loss such
as worker happiness or consumer satisfaction?

There are

new types of measurement coming up which will allow the
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latter to be done to some degree.

If the accountant does

provide measurements in the broader area, he may find himself in conflict or collaboration with measurements by
social researchers.

Another example of a problem where

the social researcher and the accountant could be in conflict or in collaboration would be in measuring the
popularity of every published song or book.

There is now

no organized alternative measurements of the popularity of
songs and books and there should be.

This service is

needed and no accountant now works on it.
The second area of possible conflict or collaboration between accounting and social research is in the
use of the computer.

The computer is invading all divisions

of business and this raises the issue of who should control
the computer.

A power fight could develop between account-

ants and other groups, for the division which controls the
computer also controls the investments of the company.

The

stakes are high in this conflict or collaboration issue,
for the status and prestige of the various professions will
be dependent upon the outcome.
The Problem of Training
The accountant and the social researcher are
very much in the same predicament in the training area.
They are both technicians and methodologists and these
are highly specialized fields which require specialized
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training.

Business schools in principle do not train

specialists.

They train leaders and because this is the

fashionable thing to do, they will not change.

Psychology

departments and sociology departments of universities
study rat behavior and the history of mankind so much that
they do not develop specialized technicians and methodologists for social research measurements.

Although account-

ing and social research have developed in different camps,
business and social science, the field of market research
may be an area of overlap between the two professions.
There is now no place in the university where young men
are trained adequately to do market research.

The type

of market research study needed is not provided in the
marketing departments of schools of business.

This sug-

gests the possibility of a specialized educational program
suitable for both accountants and social researchers.
It is becoming more and more clear that the
universities will have to develop a new professional
school to train the technicians and methodologists to
perform the measurement function in society.

Both

accountants and social researchers could attend this
school, and it would be a distinct professional school
just like the journalism school, the medical school and
the engineering school.

The school would have separate

divisions within it, just as the medical and engineering
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schools now have, because graduates of it would go into
different types of work.

Each division might have its

own specialized subjects to study after completing a core
program.

Accountants, whether or not they remain in the

business school, could take certain courses in this professional school of measurement.
A number of universities are interested in
developing the new professional school.

Prom such a

school would come men to aid the government on such problems as relocating West Virginia miners to other parts of
the country or evaluating the effect of the Voice of
America in the Middle East.

Prom the point of view of

such a professional school, even the humanistically trained
accountant would be only a special authority among many
performing the function of measurement of human values but
the accountant would be necessarily a part of the whole
problem of measuring values.

The general problem with

which the professional school would be involved is that
of the applied human sciences, which is an American development alone at the present time, and accounting is a
specialty within the overall field.

The development of a

professional school to train men for such a broad field
follows the history of American education In that it is
the result of combining parts of a variety of basic disciplines into an applied professional program.
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case of the school of journalism which no longer can be
merely part of the English department.

Professional

schools of social work combined parts of psychology and
other disciplines for a distinct curriculum of their own.
Such is the nature and source of the emerging Professional
School of Social Measurement.

Within it might be a divi-

sion of accounting, a division of market research or any
type of division dealing with organizational measurement;
for it is a professional school which combines measurement with other aspects of human life and the life of
society.

It is completely different from a school of

business; for it ties measurement to philosophy, the
social sciences and to the humanities.

It will emerge,

like every other professional school, by taking various
traditional subject matter into a new combination for
applied training.

In operation the professional school

of social measurement might have a two year basic core
followed by more specialized study in each particular
division of study.
While there may be a tendency to assume
accounting firms would not come to the Professional
School of Social Measurement in recruiting new employees,
actually the Division of Accountancy within the School
should develop a curriculum which would be palatable in
terms of contemporary uses of accountants.
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young accountants would be equipped to perform both the
contemporary accounting function and its enlarged function
in the future.

Alternatively, a separate School of

Accountancy could be set up initially tied closely to the
school of business, but free to develop the accounting
curriculum needed to prepare young men for the accounting
function as it will exist in the future.
The Research Function
Among other objectives, accounting research
should be of such a nature as to improve the public image
of accounting.

There are a number of research areas at

the boundaries of the accounting discipline on which a
limited number of accountants could conduct research which
would add substantially to the public image of the profession.

Illustrative of this type of research is a "Survey

of Specialized Information Services in the Social Sciences"
conducted by the Bureau of Applied Social Research and the
National Science Foundation which could just as well have
been done by a firm of accountants or by a committee of
accountants.

The survey was very successful, and the

accounting profession could just as well have received
the prestige and income from the project.

It would have

associated accountants with social measurements.

Although

the survey included social bookkeeping aspects, finding
out what exists, it dealt with accounting as well in that
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a measured evaluation of the bookkeeping data was also
developed by the questionnaire.

The result of the survey

is a catalog and a statistical summary and evaluation of
social science information sources, which is considered
to be a significant social contribution.
Another illustration of the type of social
research which accountants could do and add to their public
image is represented by a problem discussed at a conference at Yale sponsored by UNESCO and partly paid for by
the Ford Foundation.

The problem was one of developing

measurements of social attitudes in different countries
on a comparative basis.

The first problem was to collect

information presently available, but no one knew if attitude studies on social problems had been made in different
countries and a system of information retrieval was needed.
In fact, a retrieval system is sorely needed for all types
of information.

There is a need for a central coding

system where all types of information are available and
can be retrieved and analyzed on a computer.

The infor-

mation retrieval problem has become so large that it is
becoming a major industry dealing with a variety of
information needs ranging from such activities as supplying a doctor or a research chemist with a report on all
publications on a particular topic or field to a host of
other situations where information is needed.
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could improve their public image by working in the area
of information retrieval.

They have the basic training

to perform this function, for basically Information
retrieval starts with a bookkeeping function and develops
into an accounting function of evaluating and communicating appropriate data for specific needs.
In general, both social bookkeeping and social
accounting are now playing a substantial role in business
development and accountants need to expand, particularly
in the area of research activities, from economic bookkeeping and economic accounting into the social area to
improve their public image.

Only a very small number of

accountants would need to do research in the social area
to accomplish such an objective.

The opportunity is great,

for a new world of measurement, of social measurement, has
developed and accounting research should be conducted in
this area.
In addition, the accounting profession needs to
do research on Itself, to determine what its members do
or what they should or could be doing.

A recent issue

of Daedalus(Fall, 1963) contained sociological reports
on the nature of the legal profession, the medical profession, the clergy, the teachers, and other professions.

A

similar study of accounting on a more comprehensive basis
would represent a desirable research activity.
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study might be concerned with the following questions.
From what type of persons are new CPAs recruited?
happens to sons of CPAs?
CPAs?

What

Are new CPAs different from old

How many different types of CPAs do we have?

What

is the motivation which causes young men to enter the CPA
profession?

What do CPAs do in their leisure time?

do they read?

Where did they go to school?

What

The CPA pro-

fession may be a transitional profession; a means for
family advancement from a low Income group to a middle
class group and above.

For example, the CPA profession

may be a means for a family to enter big business.

Having

no family connections, the father may enter the CPA profession and from this vantage point his son may enter big
business.

Research of this type would be of help in

planning for the development of the profession.
Related to the problem of conflict within the
profession (taxes vs auditing), on which research is needed
to bridge the gap between different areas of activities,
is the whole problem of comparability.

Current efforts

of the Accounting Principles Board deal with certain
aspects of the comparability of accounting reports but
the basic problem of comparability is broader than the
work of the Accounting Principles Board.

It is concerned

with the meaning of comparability and the type of significant comparisons which are desired.
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research on comparability would deal with such questions
as the following.

How are the accounting reports of

different companies to be compared?

How is comparability

to be developed and when does it exist?
Within each profession, members may be grouped
as high, middle and low level members.

The top level of

doctors, for example, spend a great deal of time at conventions whereas the low level doctor is mainly concerned
with activities in his neighborhood.

Activities of doctors

at the middle level are a mixture of the high and the low.
The middle level professional, in all professions, may
have more time to play golf or bridge than either the top
or low level professional.

The middle level professional

tends to read more than the top or low level but he reads
more in terms of contemporary reading, such as the Book
of the Month Club reading, and does not devote his time
to professional reading.

These conclusions are signifi-

cant to research for it means that research activity in
accounting will have to be supported by the top level group
in the Association.

The low and middle levels of the pro-

fession have neither the interest nor the finances to
support the needed research.
The Social Measurement Function
There is a growing heed for more and more social
measurements in society.

The population census revealing
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individual characteristics is an illustration of a social
measurement now widely performed, but there are many other
social measurements which could be made and on which
research is needed.

For example, there has never been a

social measurement in the form of a decennial "happiness
census," but interest in the problem of social measurement has advanced to the point where there is now research
being done, supported by funds from the National Institute
of Mental Health, to determine whether or not an appropriate
measure of happiness could be developed and whether or not
it shall be tried experimentally in certain communities.
Other social measurements which need to be developed are
measurements of college success and measurements of the
"climate" of colleges.

The whole field of social measure-

ment offers great opportunities and it is growing rapidly.
It may be appropriate for the accounting profession to
finance a doctoral dissertation on the application of the
new measurement methods in the social sciences to accounting.
The problem of motivating accountants to study
and to apply social measurement methods to social Issues
is somewhat difficult because of the lack of direct and
obvious financial rewards to be gained by such activities.
Financial rewards are available in attesting of sampling,
ratings, and in the budgeting of research projects but

635

- 22 -

471
these rewards

will probably be reaped by a limited number

of accountants specializing in social measurement.

As

a result the motivation needed to induce every young
accountant to gain a minimum understanding of social
measurements and the expansion of the measurement technology which goes with it will have to come from other
motivations.

The suggestion that in an indirect way the

additional knowledge will pay-off will serve as sufficient
motivation for some.

For others the higher status, which

knowledge of social measurements will provide for the profession, will be sufficient motivation.

But the problem

will be difficult for, like all professions, CPAs are not
a completely homogeneous group of people.

It may be that

a substantial minority of the profession will never
become competent In the social measurement field.
If accounting is the measurement profession In
society, It would encompass social measurements within its
scope.

The problem is, however, that the measurement

function is broader than business and accounting has been
defined as the "language of business" and even as the
"profession of business".

Despite the limitation implied

by these definitions of accounting, there is no substantive reason why accounting should not compete in the future
with mathematicians, statisticians, and social economists
in the measurement field.

This does not mean the account-
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ant would be merely a technician, for evaluation is also
part of measurement; and It does not mean that accountants will ever be as competent as a creative probability
mathematician.

Nor does it mean that accounting measure-

ment must include all measurements in the social research
area.

But it does indicate that a general field does

exist Into which accounting, using its own terminology,
could move in the future.
Whether accounting is more oriented to business
or to measurement is not a settled issue on the side of
business.

A study of business under the title "The Social

Sciences in Business" was completed without contact with
accounting.

Many students of business never mention the

accountant or the auditor.

Also, accounting is now

used in many non-business situations.

In a sense account-

ing may represent a measurement discipline having its
greatest application in the business area but there is no
reason to assume it will have to be contained to that
area.

As a measurement discipline accounting may represent

that body of knowledge required to perform the standard
measurements in society.

While the first development of

a measurement may represent high level research measurements, the second and subsequent times the measurement is
made, it may be accounting.

This does not mean that

accounting would be low-level technical work.
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contrary, in the expanded role, accounting could be a
very high-level measurement function.

Judgment would

still be needed to decide how and what to measure.
The Social Environment of the Future
In addition to the rapidly developing role of
measurement in society, which appears to be an important
aspect of the future social environment in which accounting will operate, sociological findings suggest that the
motivational values of society in the future may shift
toward intellectual matters.

Money may not be as strong

a motivational value as it has in the past.

The

intellectual aspects of accounting may become very esteemed
by the young accountant of the future.
Another possible value development, in the realm
of possible future values of society,may be that of contributing to the organization with which one is associated;
whether that organization is a person's place of employment, his local, state, or national government, society
in general, or any organization.

It may well be that in

the future it will be more important to contribute to
society than it has in times past.

In any event the

rugged individualism of the businessman is disappearing
rather quickly.

Business remains the vital center of

individualism both in creed and in practice, while the
professions have greater concern with the community
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interest, but business is becoming more professionalized
so a more complete harmonious reconciliation of individual
and community interest may develop in the future.
The Sociology of a Profession*
Sociologists more than any other group have
studied professions and some of their findings on the
nature of a profession may suggest directions, means, or
areas in which accountancy could develop in the future
as it advances to a higher and higher professional level.
A.

There are four essential attributes of professional
behavior:
1.

A profession rests on a high degree of generalized and systematic knowledge.

2.

A profession has a primary orientation to
the community Interest rather than to
individual self-interest.

Individual self-

interest is not utterly neglected, of course,
but it is served indirectly.
3.

A profession has a high degree of control
over members through codes of ethics and
through voluntary associations of members.

*Dr. Lazarsfeld made several references to the Fall, 1963
issue of Daedalus. The material which follows is drawn
from an article In that issue on the sociology of the
professions by Dr. Bernard Barber, Professor and Chairman of the Department of Sociology at Barnard College,
Columbia University.
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4.

A profession has a system of rewards (monetary and honorary) for occupational performance which are ends in themselves and not
means to some end of individual self-interest.

B.

The well-established professions have university
professional schools which have a responsibility
for developing new and better knowledge on which
professional practice can be based, sees to the
ethical training of its students as well as to
their other learning, and often grant awards to
practicing professionals for exceptional performance for the profession.

C.

Emerging professions depend heavily on leaders who
take the initiative in pushing for the advancement
of professionalism and in claiming public recognition for their profession.

These leaders take,

among others, the following actions:
1.

They construct and publish a code of ethics.

2.

They strengthen the professional association
to carry on the functions of control and
education of members, to communicate with
the public, and to defend the profession
against infringement by other groups.

3.

They establish titles of more or less professional behavior, "hoping for example, to
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use such prestigious titles as 'fellow' as
an incentive for the less professional to
become more so."
4.

They strengthen university professional
schools.

D.

In the area of politics, a profession is included
among the list of "pressure groups" on the government.

E.

The role of the professional in our society is
becoming a more and more important feature of our
kind of society.
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Organizations
The most important thing that the accounting
profession should be thinking about on the fundamental
level is the trend toward ever larger and more intricately
organized groupings; the extremely elaborate and still inadequately described interlocking of American society.
No one has begun to do an adequately descriptive
job on the tremendous range of modern organizations.
one has even done a taxonomic job.

No

We need a Linnaeus who

will go through organizations the way he did biology a
hundred years ago, describing the kinds of organizations.
This country has been immensely prolific in producing
every variation of organization.
The knowledge of organization, as organization,
and how it functions, how you describe it, how you measure
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it, and how you even think about it clearly and coherently
is just dawning on us.

It is just coming into the area

where people can begin to describe it intelligently.
Techniques in a profession may change and change
but if we have our eye on the fundamental things on how
the organization functions, the kinds of parameters, how
we describe the organization, the kinds of measurements
that are possible, then we will be the people who will be
changing the techniques.

Otherwise, somebody else will

be making these changes, facing us with them, and we will
have to adjust to them.
One of the factors responsible for organizational change today is the ease with which practically
any function within an organization can be contracted out.
It is almost untrue that the top manager in a business
can point to any function and say "From here on this will
be done by outsiders".
Basic Disciplines vs. The Practicing Profession
In most professions there is a gap between men
working in the basic disciplines underlying the profession,
and the men in actual practice of the profession.
creates a problem.

This

This gap must constantly be bridged so

that the wealth of basic research and ideas can be carried
to the practicing profession.

The profession itself must

care enough about fundamental knowledge to encourage
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communication.
The gap between basic research and practice of
a profession keeps widening, if it is not consciously being
closed.

There is an inevitable difference of view on the

part of the research people setting standards and those
practicing a profession.

Yet in the long run, every single

profession depends on keeping its whole system nourished
through exchanges between the two ends.
It should be observed that the gap does get
bridged despite anybody's hostility, by the fact that
those concerned with the basic disciplines are in charge
of the coming generation of professionals.

That is the

one thing about which we can be fairly sure.

But, no

profession that really is keenly Interested in its future
will fail to make its own efforts to keep in touch with
the seed beds of its knowledge and its doctrine.
Research
There are several possibilities for a profession's involvement in research work, depending upon the
energy and the amount of money available.
One is that the profession simply apply itself
to working its radar, so to speak, keeping an eye out for
significant research but making no attempt to encourage
such research.

Somebody else supports the research and

the profession keeps in touch with it.
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ideal situation because it does not identify the profession sufficiently with the new fields, and it does not
give the innovators enough of a sense of caring of what
the profession is going through.
It would be much better if the profession had
at least a little money to put into some research fellowships or to make sure that the ten most interesting
individuals working on this kind of thing have a bit of
research money from the profession for things they want
to do.

This reminds them that this particular profession's

concerns are worth their time, and that the profession
cares about what they are doing.

There is a tremendous

demand for the research person today and if he is not
thinking about your concerns he is going to be thinking
about somebody else's, at equal profit to himself.

The

creating of some lines of communication and mutual interest can be done with modest research or fellowship funds
spread over the ablest people.
If the profession has more money, then it can
occasionally go into a substantial research project.

This

is useful because it affirms the profession's interest.
It teaches the small group within the profession who care
about research something about how to judge research.
There is another kind of research which must
ultimately be of interest to the profession.
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research on the profession itself.

One can study the sub-

stantive things of interest to the medical profession or
he can study the medical profession.

In accounting one can

study the basic fields of knowledge or he can study about
the accounting profession.

By so doing, some of the ques-

tions raised by the Long-Range Objectives Committee of
AICPA might be answered.
Generally, professional societies of practitioners do not do the research job very well.
People to do basic research must be found.
are not necessarily interested in accounting.

They

A number of

professions have had the same problem, and did not always
find the fundamental and innovative end of its field housed
in its own professional school.
The medical profession at times has found itself
in a situation where its schools were not providing the
best fundamental knowledge.

It was being developed, but

it was not being taught in the medical schools.
true in psychiatry and in education.

This was

Much of the research

that is proving most stimulating to schools of education
today is being done by people who are not in schools of
education.

Basic knowledge is being brought from psychol-

ogy and sociology.
Basic research in accounting covers a range of
fields.

It is more research in related areas such as the
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area of measurement, the area of psychology and the area
of sociology.
People doing basic research and innovations are
not generally the same people practicing the profession.
This is determined by individual differences in character
and temperament plus early specialization.

The fellow who

is going to make the great advances in understanding the
fundamentals of human organization is not going to have
time to run anything.

He is not going to have a practical

cast of mind, certainly not an action cast of mind.

Even

if he had been action-minded originally, he is going to
put that part of his life aside.

The man who is going to

run the most important accounting firm in 1990 is not
going to have time to do the scholarly work.

There must

be a dialogue between these ends of a profession's activities.
Dialogue Mechanism
The dialogue must be implemented by in-between
people.

In almost all basic fields there are now people

who do not care to be the fundamental researchers or do
not have the gift for it.

They do not care to be the

action people, but are special bridgers of this gap.
They understand the research, and they enjoy reading the
research monographs.

They find it intellectually satis-

fying to get the fundamental picture and to communicate
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The primary function for creating the opportunity
for the dialogue and setting up the bridging mechanism is
that of the American Institute of Certified Public Accountants.

However, people at the educational and research end

should also consider the development of a dialogue with the
practitioners an important function.
One thing which must be constantly kept in mind
is that there are individual differences in interest and
concern between the researcher and Innovator, and the
professional practitioner.

We have to assume that the

bulk of a profession is never going to take an interest
in research or in innovation.
nature of things.

It just is not in the

It is going to be a minority, a saving

remnant within the profession that cares about what the
future is going to bring, cares about research, cares
about what is going on in this area.
all that is really necessary.

Actually that is

If ways of enabling these

people to do what they can do for the profession can be
provided, then the rest of the profession can go its way
and practice, and follow the lead.
When you identify the people within the profession who are interested in these affairs, they should be
cultivated.

They should have some kind of instrumentality

such as a continuing committee on new directions, a commit-
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tee on fundamental principles of the profession, or something that enables them to keep their radar going over
this whole area of possible innovations.

They would be

constantly asking themselves how the profession is developing, whom they should be in touch with, what they
should be catching up on.

It is not a one-shot type of

problem, but something that evolves.
Accounting and The Measurement Concept
At times it has been suggested that it may be
appropriate for accounting to be established in a separate school of measurement, to divorce accounting
constructively from the business environment.

To so

develop a full measurement school suggests that there is
a bed of knowledge that is common to an accountant as
distinct from that which is common to the businessman.
For a long time to come, however, most universities are
going to house accounting where it is now.
What the accounting profession talks about and
thinks about is extremely relevant to business.
The deeper one goes into the measurement concept, the farther out he reaches.

The underground pools

are much broader than the sounding one makes.

Even though

accounting may be housed in schools of business the vital
individuals who have the potential must go in the direction
of broad measurement.

Every profession that wants to make
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anything of Itself relates itself to its fundamental disciplines and puts an intellectual base under its functioning.

In accounting this would be getting away from

bookkeeping conceptions of the profession to more fundamental conceptions.
The vital, capable individual when he looks
around in his range of fields does not find very much that
has a potentiality for real depth.
book stuff.

He finds a lot of cook-

He finds a lot of stuff that will never be

anything else because it does not have any roots down deep.
If he can see that accounting is one of those that has a
real outreach and a real future and a real capacity to
evolve into something that has very broad implications,
he Is bound to bet on it.
Many of the best business deans are facing up
to the problem of where accounting and measurement belong.
They do not know exactly where to go.

They do not know

whether to tie themselves with the engineering schools,
tie themselves with the schools of public administration
and so forth.

This whole question is right within their

borders, and it is teeming with life and growth possibilities.

It should be noted that university deans could

be very strong allies who are plugged into a system that
can nourish the accounting profession.

Universities have

sources of funds, tremendous vitality and tremendous
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capacity to get what they want.
It is important to cultivate a relationship
between the accounting profession and the deans of the
business schools.
Professions and Subprofessions
What we are seeing in many professions is the
development of a spectrum of subprofessions.

It may be

that we never can use the word "subprofessions" because
it has an unfortunate sound to it, but they are the professions' supporting specialties.

Medical specialties

are the best examples but you can see it in a number of
other fields.
The professions have tended to neglect their
subprofessions.

It is an amusing fact that where the

ability distribution would lead you to believe that shortages at the professional level would be much more severe
than at the subprofessional level, actually in almost
every country from the least developed to the most advanced, the subprofessionals are in more severe demand.
Even the most backward country wants to gain status by
training professionals.

Nobody wants to be a medical

technician, everyone wants to be a doctor.
In the engineering profession we have probably
done more than any other country to develop these subprofessionals.

Yet today where the most qualified experts
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say that the ratio of technicians to fully qualified engineers should be 2 to 1, it is actually only .7 to 1.
We have a tremendous job of training young engineering
technicians.
It Is most important to be conscious at all
times of the need to develop the various levels of a profession —

the real thinkers, the technician class, and

the average practitioner.

Whether they can be tidied up

into neat compartments is another question.

We need not

worry If we are fated to have a very untidy profession
for many decades to come as long as we do not neglect
parts of the spectrum.
If the fact that the management services level
of the profession is too difficult to integrate leads us
to neglect it, then we are really In trouble.

If the

technician level Is such an embarrassment that we neglect
it, then we are in trouble.

As long as we are paying

attention, trying to do what we can for each of these
levels, the fact that they make an awkward assembly is
not the worst fate.
The profession of psychology has gone through
the maximum strains on just this point.

Twenty-five

years ago it was a very tight little profession of
extremely well-trained people, almost all of them teaching in universities, and most of them trained in labor-
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atories to do experimental work.

Despite the popular

image very few of them were capable of solving anyone's
personal problems.

They were essentially interested in

how the human organism functioned.
A quarter of a century ago there were perhaps
2,500 psychologists.

Today the figure Is closer to 20,000.

The profession boasts clinical specialists, public opinion
specialists, people who consult on mass media, advertising
psychology and just about everything under the sun.

Even

though this has produced tremendous strains and rifts
within the profession, all of these different levels and
divisions of psychology are identified within the American
Psychological Association.

There are something like 22

divisions within this Association enrolling the overwhelming bulk of active psychologists.

It is an extremely

healthy, strong, prosperous association.

Each of the

divisions pursues its own interests, yet they all stick
together.
To a degree the various divisions have created
strains, but In the long run it proved a good thing.

Re-

gardless of how awkward the various components are,
regardless of what a strain they may create, it is better
that the whole thing remain one common system.

It Is bet-

ter that the people who are consulting with someone's
nervous aunt be in touch with the people In the laboratories
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who are working on rats, or in the medical institutes
discovering things about the human cortex, because what
these latter learn will influence the next generation of
psychologists consulting with the nervous aunt.
Any profession may have to live with some
strains within that profession, but it certainly is not
the worst fate.
The accounting profession has a series of roles,
from those of a very high professional nature, to roles
that are relatively routine, which fall in a technician
class.

Its practitioners serve in a broad spectrum.
In reference to the question as to whether the

accounting profession should broaden out into wide areas
of measurement and information, it is the history of such
things that if a function emerges, it will be filled.

If

the profession that is on the spot does not fill it, a
new profession will arise or a neighboring profession will
take it over.

It will be regrettable if the accounting

profession did not at least try to stake a claim in the
entire field of measurement and information.
Democracy and Progress
The way most healthy democratic organisms work
Is that they respect democratic principles to the point
that anything which is genuinely and deeply repugnant to
the mass of the organization would not and could not be
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Even if such a program were put through, It

would not stick.

Short of this, every healthy democratic

organization is kept in motion by a group of vigorous
individuals with a deeper sense of the common purpose.
They have a farther vision of where they are going, more
energy, more willingness to draw on their time and their
nervous system to get done what needs to be done.
If progress is repeatedly blocked by the mass
of a profession, then perhaps the profession may need some
other instrumentalities, such as a democratically elected
group of representatives.

This group would then be the

kinds of individuals who take the time to think about
these matters and to see where short run gains have to be
sacificed for long term gains.
It should be observed that it is healthy for
those in the forefront of a profession who are doing the
pushing not to win every time.
The Public Good
At the head of all great professions is a commitment to the conception of the public good as it may be
served by the profession.

This is really fundamental,

but it is not a simple concern for the public good.

The

qualifying phrase "insofar as that public good may be
served by the profession" is a very important phrase.
The doctor feels that he is serving humanity
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but the great doctor cares tremendously about his craft,
about the highest exercise of his gifts, his knowledge
and his skills.

The noblest lawyers have cared tremend-

ously about the law.

Of course, they care about society

and how the law integrally serves society, but the
emphasis is the way in which this great profession may
contribute with its skills and so forth.
The accounting profession must be linked with
a conception of how this profession well practiced may
contribute to the public good.

There are many account-

ants who have this feeling very strongly in their bones.
The feeling is not that they are serving society in the
sense of giving to the USO or volunteering for military
service, but that society has been strengthened by a
good man performing a socially important function with
high skill.
Pride in the craft is terribly important.
There is a very close linking between the sense of public service on the one hand and pride in a craft on the
other.

There is a sense that It is a calling worthy of

your best efforts.

This is not simply a matter of social

ideals but the concern that any good man has about a complex skill, the pride in mastering something he can do
well.
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Ethical Behavior
The more intricately society becomes organized,
the more dependence you have to put on ethical behavior.
All modern societies are highly organized, and the more
it becomes so, the more one assumes a certain level of
behavior on the part of individuals.

Operations of these

tightly interlocking and involved organizations cannot
be run without assuming a fairly high degree of internal
discipline on the part of the human beings who make them
up.
Human nature does not change essentially, and
therefore there will be a continuing amount of breakage.
Citizens of the more advanced societies actually do move
a considerable way towards living up to the expectations
of society.

But, the breakage that shows itself in the

newspapers every day is inevitable and will continue.
Even if our ethical level advances considerably, there
will never be a day when you do not find that kind of a
story.

We just have to expect it.

The Mystique
Almost every profession has a mystique.

It is

an ideal, a vision of what the professional is like (or
could be like).
the top level.

The image is almost always determined by
If the accounting profession gets fully

into the management services function, this will in some
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measure reshape the image and it is that image at the top
that will reverberate down through the field.

All the

technicians in the medical profession feel that they are
just a little bit of Dr. Kildare.

If the people through

the layers of the profession feel there are exciting
vistas at the top because it is made up of people involved
in major decisions in the way this society functions, it
adds to the capacity of the profession to stir the imagination.
Awards
Pride In the accounting profession might be
developed by means of awards, honors and recognitions beyond monetary incentives.

Symbols of achievement to be

held up before the profession as a whole, particularly
before the younger members of the profession and students,
are important in developing images of what they might
work toward.
These non-monetary incentives are more and more
necessary in this cluttered world.

There are so many

Images floating around and so many youngsters are baffled
by the very complexity of social rules and things that
people do, that the profession has an obligation to put
before youngsters some conceptions of what achievement
consists of in their particular field.
The award you give the individual rarely does
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him much good.

He is over the hill.

He has his momentum.

But it does the striving youngster some good.

It gives

him a feeling that there are levels of achievement toward
which he can move.
The accounting profession should devise some
means in addition to publication in The Journal of getting
before the entire membership as many of the long-range
proposals as possible.

These should be injected into the

stream of thinking and fermenting as early as possible.
In order to survive individuals must be immensely
selective in what they accept from the flood of stuff that
hits them today.

They must be very cautious in delegating

their judgment, and people do delegate their judgment.
Input
The factor of human input as an element of any
organization is extremely important.

It is absolutely

vital to the future of an organization to know who the
people are coming into it.

A profession must do the kind

of human resources analysis that we are now trying to do
on developing nations and on our own nation.
Given this input which in a nation is its young
people, and in a profession is its recruits, we must determine what happens to that flow, how much of it leaks out,
how much of it is undeveloped, and where we miss out in
making the most of the resources.
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This type of analysis produces striking results.
It led us, for example, to become aware of the problem of
school drop-outs, and the fact that we were losing onethird of our top quarter of talent just from youngsters
dropping out of the race.
In recruiting for the profession it is important to get a certain percentage of youngsters with the
right kinds of attitude, as well as a sufficient number
with high abilities.
Effective recruitment is exceedingly important
for a profession because what an individual is by the
time he is 20 is not vastly altered by our modern means
of manipulating environment.
that Is still can be altered.
great deal.
deal.

We should be aware, however,
We can still bring out a

Emergencies and crises bring out a great

And, we can also smother what is there.
If you take a cross cut of the river of young-

sters coming through the educational system, you will find
that they have vastly different native abilities, vastly
different motivational patterns which by the age of 20 are
fairly settled.

And, you have a range of very hungry

competitors trying to divert that river into different
channels.

The scientists today make no bones about it.

They are there to skim the cream off to the extent they
can, in any way they can.
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One profession after another has moved in with
recruiting techniques.

The medical profession, after

sitting back fatly for generations skimming the cream
without even trying, finally awakened to the fact that it
is going to have to do something to get its share of the
talent.

Even the State Department very recently became

aware that it would have to fight for its share of the
talent.

If the accounting profession wants its share it

will have to fight for it.
anybody else's share.

And it may not necessarily be

Maybe the kind of people the

accounting profession wants are not the kind of people
the scientists want and therefore will not be in violent
competition with them.

But, unless the profession fights

for its share, it is very likely that it will take the
leavings.

In this event, it will be left with trying to

manipulate the environment to do something constructive
with those it does get.
Communication
The professional journal is a very important
means of communication.
printed matter.

We are all snowed under by

We couldn't read all of it if we tried.

There is no question that the professional journal has a
favored position in the flow of publications that cross
the desk of any busy member of the profession.
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Not only does the professional journal have
some advantage in being read, it has some advantage in
credibility,

Therefore, a profession is well advised to

make full and effective use of its journal as a channel
of communication and a forum, an instrument of continuing
education.
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